State of Tennessee

Health Services and Development Agency
Andrew Jackson Building, g™ Floor, 502 Deaderick Street, Nashville, TN 37243
www.tn.gov/hsda Phone: 615-741-2364  Fax: 615-741-9884

Date: November 7, 2014
To: HSDA Members
From: Melanie M. Hill, Executive Director

Re: CONSENT CALENDAR JUSTIFICATION
CN1409-039 Princeton Transitional Care

As permitted by Statute and further explained by Agency Rule later in this memo, | have placed this
application on the consent calendar based upon my determination that the application appears to meet
the established criteria for granting a certificate of need. Need, Economic Feasibility and Contribution to
the Orderly Development of Health Care appear to have been demonstrated as detailed below. If
Agency Members determine that the criteria have been met, a member may move to approve the
application by adopting the criteria set forth in this justification or develop another motion for approval
that addresses each of the three criteria required for approval of a certificate of need. If you find one or
more of the criteria have not been met, then a motion to deny is in order.

At the time the application entered the review cycle on July 1, 2014, it was not opposed. If the
application is opposed prior to it being heard, it will be moved to the bottom of the regular November

agenda and the applicant will make a full presentation.

Summary—

This application proposes to relocate the existing 34-bed skilled nursing home from the James H. and
Cecile C. Quillen Rehabilitation Hospital located at 2511 Wesley Street in Johnson City (Washington
County), TN 37601 to Johnson City Medical Center located at 400 North State of Franklin Road in
Johnson City, TN 37604, a distance of approximately 4 miles. The estimated projct cost is $21,000.

The decision to relocate the skilled nursing home is two-fold. First is the immediate need to expand
rehabilitation services at Quillen. Mountain States will partner with HealthSouth to expand
rehabilitation services. A joint venture will be established, clinical services will be expanded, and a
certificate of need will most likely be filed in the future to expand rehabilitation beds. Semi-private
rehabilitation rooms will be converted to private rooms now, which necessitates Princeton’s move to
Johnson City Medical Center.
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The second is the long-range plan to create an elder care campus at the North Side Hospital location
that will ultimately combine the beds associated with Princeton (34) and Franklin Transitional Care (13),
which is another skilled nursing home also owned by Mountain States Health Alliance. The North Side
campus is adjacent to Quillen. Princeton’s relocation to Johnson City Medical Center is an intermediate
step in the process. Mountain States has partnered with Signature HealthCARE, an experienced long-
term care provider, to help implement its long-range plans for the development of the elder care
campus at the North Side. The elder campus will offer a continuum of care, including independent,
assisted living, and skilled nursing care. Signature will manage Princeton in the interim.

In 2010, Mountain States relocated Princeton from North Side Hospital to Quillen (approximately 500
feet) and Franklin Transitional Care (Franklin) from Quillen to Johnson City Medical Center (4 miles). The
license for the 13-bed Franklin is inactive now.

The project requires minimal construction and will be funded by cash reserves of the parent entity,
Mountain States Health Alliance.

Please refer to the staff summary and the TDH report for a detailed narrative of the project.
Executive Director Justification -
I recommend approval based upon my belief the general criteria for a certificate of need have been met.

Need- Need is met, as this interim relocation is part of a long-range planning process with an
ultimate goal of creating updated rehabilitation services and an elder care campus. The interim location
being only 4 miles from the current location will continue to serve the same population in need of skilled
nursing care.

Economic Feasibility- Economic Feasibility is met as this project will require only minor
renovations costing approximately $21,000 and will be funded by cash reserves of the parent company,
Mountain States Health Alliance.

Contribution to the Orderly Development of Health Care- Orderly Development is
demonstrated based upon the long-range planning process Mountain States utilized to make its
decisions on how best to meet the needs of its customers. The aging baby boomer population demands
access to skilled nursing and rehabilitation services so it can remain active. The interim relocation will
permit continued access to these services while long-range plans can be implemented.

Statutory Citation -TCA 68-11-1608. Review of applications -- Report

(d) The executive director may establish a date of less than sixty (60) days for reports on applications
that are to be considered for a consent or emergency calendar established in accordance with agency
rule. Any such rule shall provide that, in order to qualify for the consent calendar, an application must
not be opposed by any person with legal standing to oppose and the application must appear to meet
the established criteria for the issuance of a certificate of need. If opposition is stated in writing prior to
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the application being formally considered by the agency, it shall be taken off the consent calendar and
placed on the next regular agenda, unless waived by the parties.

Rules of the Health Services and Development Agency-- 0720-10-.05 CONSENT CALENDAR

(1) Each monthly meeting’s agenda will be available for both a consent calendar and a regular
calendar.
(2) In order to be placed on the consent calendar, the application must not be opposed by anyone

having legal standing to oppose the application, and the executive director must determine that the
application appears to meet the established criteria for granting a certificate of need. Public notice of all
applications intended to be placed on the consent calendar will be given.

(3) As to all applications which are placed on the consent calendar, the reviewing agency shall file its
official report with The Agency within thirty (30) days of the beginning of the applicable review
cycle.

(4) If opposition by anyone having legal standing to oppose the application is stated in writing prior
to the application being formally considered by The Agency, it will be taken off the consent
calendar and placed on the next regular agenda. Any member of The Agency may state

opposition to the application being heard on the consent calendar, and if reasonable grounds for
such opposition are given, the application will be removed from the consent calendar and placed
on the next regular agenda.

(a) For purposes of this rule, the “next regular agenda” means the next regular calendar to be
considered at the same monthly meeting.

(5) Any application which remains on the consent calendar will be individually considered and voted
upon by The Agency.
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HEALTH SERVICES AND DEVELOPMENT AGENCY MEETING

NAME OF PROJECT:

PROJECT NUMBER:

ADDRESS:

LEGAL OWNER:

OPERATING ENTITY:

CONTACT PERSON:

DATE FILED:

PROJECT COST:

FINANCING:

REASON FOR FILING:

DESCRIPTION:

November 19, 2014
APPLICATION SUMMARY

Princeton Transitional Care
CN1409-039

400 North State of Franklin Road
Johnson City (Washington County), Tennessee 37604

Mountain States Health Alliance
303 Med Tech Parkway, Suite #303
Johnson City (Washington County), Tennessee 37604

Signature Health CARE, LLC
12201 Bluegrass Parkway
Louisville, (Jefferson County), Tennessee 40299

Allison Rogers
(423) 302-3378

September 15, 2014
$21,000

Cash Reserves

The relocation of a 34 bed skilled nursing home. The
nursing home beds in this project are NOT subject to

the 125 bed Nursing Home Bed Pool for the July 2014~
2015 state fiscal year period.

Princeton Transitional Care (PTC), located on the James H. and Cecile C. Quillen
Rehabilitation Hospital satellite campus of Johnson City Medical Center is
seeking approval on the Agency’s Consent Calendar for the relocation of 34
licensed skilled nursing facility beds located at 2511 Wesley Street, Johnson City
(Washington County) to the main campus of Johnson City Medical Center
located at 400 North State of Franklin Road, Johnson City (Washington County),
a distance of 4 miles. The project involves no change to Princeton Transitional

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGE1
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Care’s or Johnson City Medical Center’s licensed bed complement. No new
services will be initiated and no services will be discontinued. The project is not
subject to the 125-bed Nursing Home Bed Pool for the 2014-2015 state fiscal year
period.

The applicant has been placed under CONSENT CALENDAR REVIEW in
accordance with TCA 68-11-1608(d) and Agency Rule 0720-10-.05.

SERVICE SPECIFIC CRITERIA AND STANDARD REVIEW

CONSTRUCTION, RENOVATION, EXPANSION, AND REPACEMENT OF
HEALTH CARE INSTITUTIONS

1. Any project that included the addition of Beds, Services, or Medical
Equipment will be reviewed under the standards for those specific
activities

Not applicable to this application.

2. For relocation or replacement of an existing licensed health care
institution:
a.  The applicant should provide plans which include costs for both
renovation and relocation, demonstrating the strengths and
weaknesses of each alternative.

Renovation was not an option for the applicant at the current location.
Expansion of rehabilitation services is planned for the current location. The
temporary relocation of PTC, a 34 bed SNF, to Johnson City Medical Center is
needed as the applicant’s long-term plan is to relocate to a future elder care
community. The new elder care community will require 18-24 months of
construction.

The cost of the project is $21,000 and no other alternative would be as cost
effective.

The applicant appears to meet this criterion.

b.  The applicant should demonstrate that there is an acceptable
existing or projected future demand for the proposed project.

The applicant projects 8,921 patient days of care in Year 1 of the project and
9,516 patient days of care in Year 2 of the project.

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGE 2



It appears this criterion has been met.

3. For renovation or expansions of an existing licensed health care
institution:

a. The applicant should demonstrate that there is an acceptable
existing demand for the proposed project.

Not applicable to this application.

b. The applicant should demonstrate that the existing physical plant’s
condition warrants major renovation or expansion.

Not applicable to this application.
STAFF SUMMARY

Note to Agency members: This staff summary is a synopsis of the original
application and supplemental responses submitted by the applicant. Any HSDA
Staff comments will be presented as a “Note to Agency members” in bold italics.

Summary
Princeton Transitional Care, working with its owner, Mountain States Health

Alliance (MSHA), seeks to enhance the continuity of care for the elderly and
improve operational efficiencies for both skilled nursing care and inpatient
rehabilitation through partnerships with HealthSouth Corporation and Signature
HealthCARE. The joint venture partnerships will expand service offerings at
Quillen Rehabilitation Hospital (QRH) and develop a new elder care community
that will include skilled nursing care services. The new elder care community
will involve the ultimate relocation of the 34 skilled nursing bed Princeton
Transitional Care and 13 skilled nursing bed Franklin Transitional Care (inactive
status) from Johnson City Medical Center. The construction of the new eldercare
community will take 18-24 months. The new elder care community will be built
on the former site of North Side Hospital (owned by MSHA) located at 401
Princeton Road, Johnson City (Washington County).

JCMC has agreed to house Princeton Transitional Care’s 34 skilled nursing care
beds during the construction of the new elder care campus (an additional CON
will be filed later). The following is the interim plan that includes the temporary
relocation of the existing and operational Princeton 34 bed nursing unit:

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGE 3
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e The 13,100 SF of vacated space left at QRH by Princeton Transitional Care
unit will allow HealthSouth to make the necessary upgrades and
adjustments to the physical space to modernize the inpatient rehabilitation
area.

e HealthSouth plans to convert many of the semi-private rooms in the QRH
vacated space to private rooms for inpatient rehabilitation services.

e TFranklin Transitional Care (FTC) is currently located at Johnson City
Medical Center but is in inactive status.

e If approved, Signature HealthCARE will manage the 34-bed PTC skilled
nursing unit within JCMC as the elder care campus is being constructed.

¢ Once the new elder care community is complete, both PTC (34 beds) and
FTC (13 beds) will relocate their combined 47 beds to the new campus.

Ownership Information

Princeton Transitional Care is a satellite facility of Johnson City Medical Center, a
658 licensed bed regional tertiary hospital owned by Mountain States Health
Alliance. The not-for-profit Mountain States Health Alliance health system
includes 14 hospitals. An organizational structure consisting of facilities owned
by Mountain States Health Alliance is located in Attachment A 4.

Facility Information

e The existing 13,100 SF 34 bed skilled nursing unit located at QRH will
relocate to 14,334 SF of existing space on the 3rd floor of Johnson City
Medical Center.

e The new proposed location for the 34 bed skilled nursing unit at JCMC
previously housed skilled nursing beds (FTC) and is still equipped for
those services.

e The project involves minor renovations to the hospital space such as
patching and minor renovations to the day room to ensure compliance
with current codes.

e The bed complement of PTC will consist of 34 private beds.

e Floor plan drawings are included in Attachment B.IV.

Johnson City Medical Center consists of its main campus and two satellite
campuses: Woodridge Hospital (behavioral health services) and QRH for a total
of 658 licensed beds. As the arrow indicates in the following table, the 34 skilled
nursing beds located at the Princeton Transitional Nursing Home on the Quillen
campus will relocate to the Johnson City main campus if this project is approved.
The total number of beds at JCMC will remain unchanged.

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGE 4
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Johnson City Medical Center Current and Proposed Bed Complement

_ Current Bed Complement

Main Campus

Woodridge Camus

illn ams

Proposed Bed Complement

501 Acute Care Beds

501 Acute Care Beds

*13 Franklin Transitional
Beds (inactive status)

*13 Franklin Transitional
Beds (inactive status)

Relocate: 34 Princeton
Transitional Care SNF
Beds

84 Psychiatric Beds

[ 26 Rehabilitation Beds

34 Princeton Transitional
Care Beds

Total JCMC

658 Beds

658 Beds

Source: CN1409-039

*On September 10, 2014, Franklin Transitional Care was approved by the Department of
Health for its license to be placed on inactive status as MSHA and Signature
HealthCARE develop an elder care campus that will include a continuum of care. Once
the campus is opened (June 2016 target), the intent is to reactivate FTC’s license and
operate those beds on the new campus (a CON will have to be obtained).

Project Need:

e Approval of this application will enable the temporary relocation of
Princeton Transitional Care to JCMC, which will enable HealthSouth to
proceed with plans to improve the QRH facility infrastructure and expand
clinic programmatic space to better meet the needs of the inpatient
rehabilitation patient population.

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGES5
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The temporary relocation of PTC will ensure the continuity of hospital-
based skilled nursing services while the permanent location is being built
on the pending MSHA /Signature HealthCare elder care campus.

Service Area Demographics:
Johnson City Medical Center’s declared service area consists of Carter, Greene,
Johnson, Unicoi, Sullivan, and Washington counties.

The total population of 6 county service area is expected to increase by
2.6% from 453,502 residents in 2014 to 465,418 residents in 2016.

The overall statewide population is projected to grow by 1.8% from 2014
to 2016.

The service area 2014 age 65 and older category will increase by
approximately 5.1% from 87,614 residents in 2014 to 92,120 in 2016
compared to a statewide increase of 6.1%.

The 65 and older population cohort presently accounts for approximately
19.3% of the total service population compared to a statewide average of
14.9%.

The number of service area residents enrolled in the TennCare program is
estimated at approximately 16.9% of the service area population
compared with the statewide average of 18.8%.

Historical and Projected Utilization
The licensed bed occupancy of the 5 service area hospital-based skilled nursing
homes was approximately 85% in calendar year 2012. Key highlights follow:

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGE 6
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County Licensed 2012 Patient Days 2012
Beds Non- Skilled | Total Occupancy
Skilled
Indian Path Sullivan 22 0 5917 | 5917 73.7%
Medical
Center
Franklin Washington 13 0 3,571 | 3,571 752%
Transitional
Care
Laughlin Greene 90 21,578 7,313 | 28,891 87.9%
Healthcare
Center
Princeton Washington 34 0 8,622 | 8,622 69.5%
Transitional
Care
Unicoi Unicoi 46 13,738 2,836 | 16,574 98.7%
County
Nursing
Home
Total I 205 35316 | 28,259 | 63,575 85%

Source: 2012 Joint Annual Report
e Laughlin Healthcare Center and Unicoi County Nursing Home provide

more non-skilled services than skilled nursing services.

e Opverall, non-skilled care represented 55% of patient days in hospital based
skilled nursing units in 2012.

Prmceton Trans1t10nal Care Hlstorlcaand Pro'ected Ut111zat10n

Admlssmns

Patient Days 11,131 | 10,173 | 8,622 9,516
ALOS 12.5 14.4 12.5 111
Licensed Beds | 34 34 34 34
Occupancy 89.7% | 81.9% | 69.5% 76.7%

The utilization table above reflects the following:
e Admissions in 2017 will decrease 3.3% from 889 in 2010 to 859 in
2017 (Year 2).
e The occupancy of Princeton Transitional Care was trending
downward from 81.9% in 2011 to 72.1% in 2013, but is projected to

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGE 7
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slightly recover from 71.9% in Year 1 to 76.7% in Year 2 of the
proposed project.
. The table below highlights the projected utilization in the first two years of the

project.

Princeton Transitional Care Projected Utilization
Year | Licensed Dually SNF SNF Skilled| Non Total | Occup.

Beds certified | Medicar | Medicaid Other | gkilled | ADC
beds e ADC payors(  ADC
ADC ADC

2016 34 34 16.2 0 8.2 n/a 244 | 71.9%
2017 34 34 17.3 0 8.8 n/a 26.1 76.7%

Source: Supplemental response, Page 6

e Princeton Transitional Care estimates the licensed occupancy of the 34-bed
nursing unit will increase from 71.9% in 2016 to 76.7% in 2017.

e The applicant projects a patient mix of 16.2 Medicare skilled patients and 8.2
skilled (other payors) for a total average daily census of approximately 24.4
patients per day in the first year of the project.

Project Cost
Major costs of the $21,000 total estimated project cost are:
e Renovation (including contingency) -  $14,500 or 69% of total cost.

For other details on Project Cost, see the Project Cost Chart on page 26 of the
original application. The applicant expects that the proposed project will involve
only minor refurbishments (patching and painting) and minor renovations to the
day room to ensure compliance with current codes.

A letter dated September 14, 2014 from SHC Construction Services states that the
proposed construction costs are reasonable and that the plan will have all the
requisite elements required by the 2010 AIA Guidelines for the Design and
Construction of Healthcare Facilities as well as the Americans with Disabilities
Act Accessibility Guidelines.

The applicant expects to renovate 14,334 square feet at a cost under a $1.00 per
square foot.

Historical Data Chart
The applicant provided a Historical Data Chart for Johnson City Medical Center.

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGES
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e Johnson City Medical Center reported net operating income after capital
expenditures of $50,839,828 in FY2012, $29,298,637 in FY2013, and
$29,757,103 in FY2014.

Projected Data Chart
The applicant provided a Projected Data Chart for the 34-bed Princeton
Transitional Care Unit day). The Projected Data Chart reflects the following:

e In FY2016 on projected 8,921 patient days, gross operating revenue is
projected to be $22,033,086 ($2,469.80/ day) and in FY2017 on 9,516 patient
days, projected gross operating revenue is $23,502,617 ($2,469.80/ day).

e Deductions from operating revenue are projected to total $18,328,729 in

FY2016 or 83.2% of gross revenue and in FY2017 total deductions of
$19,537,055 or 83.1% of gross revenues.

With net operating revenue in 2017 of $3,704,357 and operating expenses
of $3,846,124, the result is a projected net operating loss of ($141,767). Net
operating loss is expected to decline to ($137,750) in FY2017.

In the first supplemental response, the applicant indicated that the
expectation is PTC will break even in Year 3 when it is part of the new
elder care campus.

Charity care is projected to be $740,563 in FY2016 or approximately 3.4%
of gross revenues reflecting approximately 300 patient days and in
FY2017 the projected charity care of $792,783 or 3.4% of gross operating
revenue reflecting approximately 321 patient days.

Charges
Summarizing from the revised Projected Data Chart the average patient daily
charges are as follows:
e The proposed average gross per diem charge is $2,469.80/day in FY2016;
however, the net charge after contractual adjustments amounts to $415.24
per day. Net charges increase to $416.73 in FY2017.

Note to Agency Members: Section 4432(a) of the Balanced Budget Act of 1997
changed how payment is made for Medicare skilled nursing facility services
from a cost based to a per-diem prospective payment system (PPS) covering
all costs (routine, ancillary and capital) related to the services furnished to
beneficiaries under Part A of the Medicare program. Under PPS, payments for
each admission are case-mix adjusted to classify residents into a Resource
Utilization Group (RUG) category based on data from resident assessments
and relative weights developed from staff time data. Source: “Skilled Nursing
Facility PPS”, CMS.gov.

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGE 9
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Medicare/TennCare Payor Mix
e Medicare and Managed Medicare- In FY2016 gross revenue of $15,554,502
or approximately 70% of total revenue.
e TennCare/Medicaid - In FY2016 gross revenue of $1,525,051 or
approximately 7% of total revenue.

Financing

A 9/10/14 letter from Lynn Krutak, Senior Vice President/ CFO, Mountain States
Health Alliance certifies that existing cash reserves will be used for the proposed
project.

Review of Mountain States Health Alliance’s audited financial statements
prepared by Pershing Yoakley & Associates, P.C. for the period ending June 30,
2013 indicates $74,902,000 in cash and cash equivalents, total current assets of
$324,016,000, total current liabilities of $238,865,000 and a current ratio of 1.36 to
1.

Note to Agency members: current ratio is a measure of liquidity and is the ratio
of current assets to current liabilities, which measures the ability of an entity to
cover its current liabilities with its existing current assets. A ratio of 1:1 would
be required to have the minimum amount of assets needed to cover current
liabilities.

Staffing

The applicant’s current staffing pattern for Princeton Transitional Care totals to
direct patient care staffing of 26.1 full time equivalents (FTE), direct patient care
staff calculates to approximately 6.14 hours of care per resident per day. Clinical
staff includes the following positions classifications:

2.0 FTE Speech/Language Therapist
10.5 FTE Registered Nurses (RNs)

4.2 FTE Licensed Practical Nurses (LPN)
8.4 FTE Patient Care Partner

1.0 FTE Activities Coordinator

Note to Agency Members: 1 FTE means an employee who works 2,080 regular
hours per year. Current licensure standards require nursing homes to have
adequate numbers of licensed registered nurses, licensed practical nurses and
certified nurse aides to provide nursing care to all residents as needed. Nursing
homes shall provide a minimum of 2 hours of direct care to each resident every

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGE 10
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day including 0.4 hours of licensed nursing personnel time. There must be
supervisory and staff personnel for each department or nursing unit to ensure,
when needed, the availability of a licensed nurse for bedside care of any resident.
Source: Chapter 1200-08-06-.06, Rules of the Board for Licensing Health Care
Facilities, Division of Health Care Facilities, Tennessee Department of Health
(revised March 2014).

Licensure/Accreditation
Princeton Transitional Care is licensed by the Tennessee Department of Health
and certified by Medicare and Medicaid.

Corporate and property documentation are on file at the Agency office and will be
available at the Agency meeting.

Should the Agency vote to approve this project, the CON would expire in two
years. The applicant expects to initiate the service in Johnson City Medical
Center during February 2015.

CERTIFICATE OF NEED INFORMATION FOR THE APPLICANT

There are no other Letters of Intent, denied or pending applications for this
applicant.

Qutstanding Certificates of Need

Johnson City Medical Center, CN1106-021A, has an outstanding Certificate of
Need, which will expire on May 1, 2015. It was approved at the September 28,
2011 meeting for the renovation and expansion of the current radiation oncology
department in the existing main campus structure of JCMC. The estimated
project cost is $14,999,924. Project Status Update: This CON was originally scheduled
to expire on November 1, 2014. A six-month extension was granted at the Agency’s June
2014 meeting. A representative of the applicant indicated by an 11/7/14 email that the
linear accelerator equipment purchase has been completed and is in the process of
installation. The installation includes several weeks for calibration studies and
anticipates the first patient will be treated in February. The project is on schedule and
within the CON approved budget.

Princeton Transitional Care
CN1409-039
November 19, 2014
PAGE 11
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CERTIFICATE OF NEED INFORMATION FOR OTHER SERVICE AREA
FACILITIES:

There are no Letters of Intent, denied applications, or pending applications for
other health care organizations in the service area proposing this type of service.

QOutstanding Certificates of Need

Cristian Care Center of Bristol, CN1404-012A, has an outstanding certificate of
need that will expire on September 1, 2016. The CON was approved at the July
23, 2014 Agency meeting. Christian Care Center of Bristol is a 120-bed inactive
nursing home located at 261 North Street, Bristol (Sullivan County), Tennessee.
The CON was approved to relocate and construct a replacement facility
approximately 8 miles from the current site to an unimproved lot located at 2830
Highway 394, Bristol (Sullivan County), TN. The project is not subject to the 125-
bed Nursing Home Bed Pool for the 2013-2014 state fiscal years because no new
beds are being added. The estimated project cost is $11,953,747.00. Project Status:
This project was recently approved.

NHC at Indian Path, LLC, CN1212-059A, has an outstanding certificate of need
that will expire on July 1, 2015. The CON was approved at the May 22, 2013
Agency meeting for the replacement and relocation of the 22 bed Indian Path
Medical Center Transitional Care Unit and the addition of 30 new Medicare
certified skilled nursing home beds. The facility will relocate from Indian Path
Medical Center at 2000 Brookside Drive to 2300 Pavilion Drive, Kingsport
(Sullivan County), TN. The new facility will be licensed as NHC at Indian Path
and will contain 52 Medicare-only (skilled) nursing home beds. The estimated
project cost is $10,385,615.00. Project Status: A representative of the applicant
indicated by telephone on 11/7/14 that a certificate of occupancy was granted in October
2014 and that life safety and licensure surveys are scheduled for November 2014.

PLEASE REFER TO THE REPORT BY THE DEPARTMENT OF HEALTH,
DIVISION OF HEALTH STATISTICS, FOR A DETAILED ANALYSIS OF
THE STATUTORY CRITERIA OF NEED, ECONOMIC FEASIBILITY, AND
CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE
IN THE AREA FOR THIS PROJECT. THAT REPORT IS ATTACHED TO
THIS SUMMARY IMMEDIATELY FOLLOWING THE COLOR DIVIDER
PAGE.

PME/MAF (11/7/14)
Princeton Transitional Care
CN1409-039
November 19, 2014
PAGE 12
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LETTER OF INTENT
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LETTER OF INTENT
TENNESSEE HEALTH SERVICES AND DEVELOPMENT AGENCY

The Publication of Intent is to be published in the Johnson City Press which is a newspaper
(Name of Newspaper)

of general circulation in Washington County , Tennessee, on or before September 10 , 2014,
(County) (Month / day) (Year)

for one day.
[ e et e e g e T B S e e e e o e e e e e T e e o e B o e e s o e

This is to provide official notice to the Health Services and Development Agency and all interested parties, in
accordance with T.C.A. § 68-11-1601 ef seq., and the Rules of the Health Services and Development Agency,

that: Johnson City Medical Center . an existing hospital provider
(Name of Applicant) (Facillity Type-Existing)

owned by: Mountain States Health Alliance with an ownership type of _Not-for-Profit Corporation

and to be managed by: self intends to file an application for a Certificate of Need

for the relocation Princeton Transitional Care's thirty-four (34) Skilled Nursing Facility beds from James H. and
Cecile C. Quillen Rehabilitation Hospital at 2511 Wesley Street, Johnson City, TN 37601 to Johnson City

Medical Center at 400 North State of Franklin Road, Johnson City, TN, 37604. No new services will be initiated
and no major medical equipment will be purchased. There will be no change in Princeton Transitional Care’s or

Johnson City Medical Center's licensed bed complement. The estimated project cost is $21,000.
The anticipated date of filing the application is: __September 15, 2014

The contact person for this project is ___Allison Rogers Vice-President, Strategic Planning
(Contact Name) (Title)
who may be reached at: ___Mountain States Health Alliance 303 Med Tech Parkway, Suite 330
(Company Name) (Address)
Johnson City TN 37604 423/302-3378
(City) (State) (Zip Code) (Area Code / Phone Number)

ﬂé{vﬂ&v j/ AM. /47 RogersAM@msha.com
i (Signature) ¢ (Date) (E-mail Address)

e o e e e o e e e T e B e T e e e e o T o e T o o e T o o e o T o o T S e o e e e e e e e o o e P S P P s et et e B e o S S

The Letter of Intent must be filed In triplicate and recelved between the first and the tenth day of the month. If the
last day for filing is a Saturday, Sunday or State Hollday, filing must occur on the preceding business day. File
this form at the following address:

Health Services and Development Agency
Andrew Jackson Building
500 Deaderick Street, Suite 850
Nashvllle, Tennessee 37243

==EEs e e B e S e e e B e e B B e e e e e e Y S S S N S N S N S T N N S NN EESERRS oSS oSS s =

The published Letter of Intent must contain the following statement pursuant to T.C.A. § 68-11-1607(c)(1).” (A) Any health
care institution wishing to oppose a Certificate of Need application must file a written notice with the Health Services and
Development Agency no later than fifteen (15) days before the regularly scheduled Health Services and Development
Agency meeting at which the application is originally scheduled; and (B) Any other person wishing to oppose the
application must file written objection with the Health Services and Development Agency at or prior to the consideration of
the application by the Agency.

o I e o B o o o T o B e e o e Y e B e o B D B e e B e S e e e e . S S R N S N S N S S S N N T T N NS onmomoSsmans

HF0051 (Revised 05/03/04 — all forms prior to this date are obsolete)



ORIGINAL
APPLICATION
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MOUNTAIN STATES HEALTH ALLIANCE

Princeton Transitional Care Relocation Project

Certificate of Need Application
September 15" 2014

Prepared for:

Tennessee Health Services and Development Agency
Andrew Jackson Building, Ninth Floor

502 Deaderick Street Nashville, TN 37243
615.741.2364

Contact:
Allison Rogers
423.302.3378



SECTION A: 20

APPLICANT PROFILE

Please enter all Section A responses on this form. All questions must be answered. If an item
does not apply, please indicate “N/A”. Attach appropriate documentation as an Appendix at
the end of the application and reference the applicable Item Number on the attachment.

For Section A, Item 1, Facility Name must be applicant facility’s name and address must be the
site of the proposed project.

For Section A, Item 3, Attach a copy of the partnership agreement, or corporate charter and
certificate of corporate existence, if applicable, from the Tennessee Secretary of State.

For Section A, Item 4, Describe the existing or proposed ownership structure of the applicant,
including an ownership structure organizational chart. Explain the corporate structure and the
manner in which all entities of the ownership structure relate to the applicant. As applicable,
identify the members of the ownership entity and each member’s percentage of ownership, for
those members with 5% or more ownership interest. In addition, please document the financial
interest of the applicant, and the applicant’s parent company/owner in any other health care
institution as defined in Tennessee Code Annotated, §68-11-1602 in Tennessee. At a minimum,
please provide the name, address, current status of licensure/certification, and percentage of
ownership for each health care institution identified.

For Section A, Item 5, For new facilities or existing facilities without a current management
agreement, attach a copy of a draft management agreement that at least includes the anticipated
scope of management services to be provided, the anticipated term of the agreement, and the
anticipated management fee payment methodology and schedule. For facilities with existing
management agreements, attach a copy of the fully executed final contract.

Please describe the management entity’s experience in providing management services for the
type of the facility, which is the same or similar to the applicant facility. Please describe the
ownership structure of the management entity.

For Section A, Item 6, For applicants or applicant’s parent company/owner that currently own
the building/land for the project location; attach a copy of the title/deed. For applicants or
applicant’s parent company/owner that currently lease the building/land for the project location,
attach a copy of the fully executed lease agreement. For projects where the location of the
project has not been secured, attach a fully executed document including Option to Purchase
Agreement, Option to Lease Agreement, or other appropriate documentation. Option to
Purchase Agreements must_include anticipated purchase price. Lease/Option to Lease
Agreements must include the actual/anticipated term of the agreement and_actual/anticipated
lease expense. The legal interests described herein must be valid on the date of the Agency’s
consideration of the certificate of need application.



1. Name of Facility, Agency, or Institution? 1 A

Johnson City Medical Center i

Name ;’;l
400 North State of Franklin Road {Edshington

Street or Route County
Johnson City TN 37604

City State Zip Code

2. Contact Person Available for Responses to Questions

Allison Rogers VP, Strategic Planning
Name Title

Mountain States Health Alliance RogersAM@msha.com
Company Name Email address

303 Med Tech Parkway, Suite #330  Johnson City TN 37604
Street or Route City State Zip Code

Employee 423.302.3378 423.302.3448
Association with Owner Phone Number Fax Number

3.  Owner of the Facility, Agency or Institution

Mountain States Health Alliance 423-431-6111
Name Phone Number

303 Med Tech Parkway, Suite #330 Washington
Street or Route County

Johnson City TN 37604
City State Zip Code

4. Type of Ownership of Control (Check One)

Sole Proprietorship — F. Government (State of TN or
Partnership _ e Political Subdivision)
Limited Partnership H' Joint Venture

Corporation (ForProfit) " | inited Liability Company
Corporation (Not-for-Profity _ X . Other (Specify)

moowy>

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.




SUBPLEMENTAL #1

72 -
5. Name of Management/Operating Entity (If Applicable) September 29, 2014

10:30 am
Signature HealthCARE, LLC P
Name
12201 Bluegrass Parkway L
Street or Route County
Louisville Kentucky 40299
City State Zip Code

PUT ALL ATTACHMENTS AT THE END OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

6. Legal Interest in the Site of the Institution (Check One)

A.  Ownership X D. Option to Lease
B. Option to Purchase E. Other (Specify)
C. Leaseof Years

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

7. Type of Institution (Check as appropriate--more than one response may apply)

A. Hospital (Specify) I.  Nursing Home X

B. Ambulatory Surgical Treatment J.  Outpatient Diagnostic Center
Center (ASTC), Multi-Specialty K. Recuperation Center

C. ASTC, Single Specialty L. Rehabilitation Facility

D. Home Health Agency M. Residential Hospice

E. Hospice N. Non-Residential Methadone

F.  Mental Health Hospital Facility

G. Mental Health Residential O. Birthing Center
Treatment Facility P. Other Outpatient Facility

H. Mental Retardation Institutional (Specify)
Habilitation Facility (ICF/MR) Q. Other (Specify)

8. Purpose of Review (Check) as appropriate--more than one response may apply)

A.  New Institution G. Change in Bed Complement

B. Replacement/Existing Facility [Please note the type of change

C. Moadification/Existing Facility by underlining the appropriate

D. Initiation of Health Care response: Increase, Decrease,
Service as defined in TCA § Designation, Distribution,
68-11-1607(4) Conversion, Relocation]
(Specify) H. Change of Location X

E. Discontinuance of OB Services _____ | Other (Specify)

F.  Acquisition of Equipment P

Revised Page 4



Bed Complement Data — 23

= Please indicate current and proposed distribution and certification of facility beds’.
Note: Licensure for Johnson City Medical Center (JCMC) includes Quillen Rehabilitation
Hospital and Woodridge Psychiatric Hospital.
"Includes Franklin Transitional Care (13 SNF beds) and Princeton Transitional Care (34 SNF
beds).
TOTAL
Current Beds Staffed Beds Beds at
Licensed *CON Beds Proposed  Completion
A. Medical 361 346 _361
B. Surgical (included above in medical) ———
C. Long-Term Care Hospital —
D. Obstetrical 21 21 —21
E. ICU/CCU 60 60 __60
F. Neonatal 39 39 __39
G. Pediatric 20 20 20
H. Adult Psychiatric woodridge Psychiatric Hospital) 84 84 84
I.  Geriatric Psychiatric (included above in WPH) R
J. Child/Adolescent Psychiatric (included above) S
K. Rehabilitation (Quillen Rehabilitation Hospital) 26 26 _26
L. Nursing Facility (non-Medicaid Certified) -
M. Nursing Facility Level 1 (Medicaid only) -
N. Nursing Facility Level 2 (Medicare only) S
O. Nursing Facility Level 2
(dually certified Medicaid/Medicare) ! 47 34 _47
P IcF/MR -
Q. Adult Chemical Dependency —
R-" Child and Adolescent Chemical
Dependency -
S. Swing Beds T
E' Mental Health Residential Treatment =
$ce;:intlal Hospice 658 630 658
10. Medicare Provider Number 44-5356
Certification Type Skilled Nursing Facility
1. Medicaid Provider Number 0445356 :
Certification Type Skilled Nursing Facility
12. If this is a new facility, will certification be sought for Medicare and/or Medicaid? N/A
13. !dentify all TennCare Managed Care Organizations/Behavioral Health Organizations

(MCOs/BHOs) operating in the proposed service area. Will this project involve the
treatment of TennCare participants? Yes If the response to this item is yes, please
identify all MCOs/BHOs with which the applicant has contracted or plans to contract.
Discuss any out-of-network relationships in place with MCOs/BHOs in the area.
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RESPONSE (QUESTION 13): o

This project will continue to involve the treatment of TennCare participants. Priﬁéeton Transitional
Care is a participant in the following MCOs:

Americhoice (United Healthcare)
BlueCare (BlueCross)

In addition to the aforementioned MCOs, Johnson City Medical Center is also a participant in
the following BHOs:

UBH
ValueOptions



NOTE: Section B is intended to give the aglicant an opportunity to describe the project and

to discuss the need that the applicant sees for the project. Section C addresses how
the project relates to the Certificate of Need criteria of Need, Economic Feasibility,
and the Contribution to the Orderly Development of Health Care. Discussions on
how the application relates to the criteria should not take place in this section
unless otherwise specified.

SECTION B: PROJECT DESCRIPTION

Please answer all questions on 8 1/2” x 11” white paper, clearly typed and spaced, identified
correctly and in the correct sequence. In answering, please type the question and the response.
All exhibits and tables must be attached to the end of the application in correct sequence
identifying the questions(s) to which they refer. If a particular question does not apply to your
project, indicate “Not Applicable (NA)” after that question.

Provide a brief executive summary of the project not to exceed two pages. Topics to
be included in the executive summary are a brief description of proposed services
and equipment, ownership structure, service area, need, existing resources, project
cost, funding, financial feasibility and staffing.

RESPONSE:

This application is for approval by the Health Services and Development Agency to relocate
existing skilled nursing beds within Washington County, TN. Princeton Transitional Care
(PTC) is a 34-bed skilled nursing unit currently located at James H. and Cecile C. Quillen
Rehabilitation Hospital (2511 Wesley Street, Johnson City, TN, referred to as “Quillen”).
Quillen is currently a satellite of facility of Johnson City Medical Center. The proposed
project seeks approval to relocate the 34-bed SNF unit to Johnson City Medical Center (400
N. State of Franklin Road, Johnson City, TN). These 34 skilled nursing beds will occupy
14,334 square feet of existing space at JCMC. The estimated project cost is $21,000.
Funding for this project will be through the use of existing cash reserves of Mountain States
Health Alliance (MSHA).

The project stems from the opportunity to expand the post-acute care continuum available in
the Washington County market. MSHA has identified two partners who will bring significant
resources and expertise to the provision of post-acute care services in the community and
elevate the quality and continuity of care provided locally. First, MSHA will be partnering
with HealthSouth Corporation to enhance the provision of inpatient rehabilitation services.
Currently James H. and Cecile C. Quillen Rehabilitation Hospital is a 60-bed facility licensed
under Johnson City Medical Center (JCMC), and houses 26 licensed inpatient rehabilitation
beds as well as the 34 licensed skilled nursing beds of PTC. The long-term intention of the
MSHA/HealthSouth joint venture is to expand the availability of inpatient rehabilitation beds
at QRH. Improvements and expansion of QRH that require a certificate of need will be
addressed in an application filed at a later date after plans have been finalized. In the
meantime HealthSouth will be expanding clinical programs and converting many of the
semi-private rooms currently in place to private rooms. Given the lack of unused space
within the building, this necessitates the request to relocate PTC from QRH to JCMC.

Second, MSHA will be partnering with Signature HealthCARE to enhance the provision of
skilled nursing facility care within Washington County. Currently MSHA has two licensed
skilled nursing facilities within Washington County: Princeton Transitional Care (34 beds)
and Franklin Transitional Care (13 beds). MSHA has struggled over the years to maximize
the effectiveness of these two units, and as such, decided to seek an external partner with
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expertise in this area. The long-term intergign of this partnership is to develop an elder care
campus which will provide a continuum of care for the older population — including skilled
nursing care, assisted living, and retirement living options. This will be constructed on the
old North Side Hospital campus (which MSHA also owns) located at 401 Princeton Road,
Johnson City, TN. Both entities recognize a separate Certificate of Need will be needed to
relocate the two SNF units and an application will be filed at a later date. In the meantime,
Signature HealthCARE will manage the PTC unit at its proposed location within JCMC. A
letter from Signature regarding the management agreement is provided in Attachment B.I.
This will ensure that MSHA can continue to provide this vital service to the community as
these partnerships put their plans into action which will lead to an overall enhancement of
post- acute care services in Washington County.

Because HealthSouth will be making some capital improvements to QRH to expand clinical
programming space and convert many of the semi-private rooms to private, they will need to
utilize some of the space that PTC is currently occupying. So this request is to relocate PTC
to JCMC temporarily where it will be managed by Signature as the elder care campus is
being constructed. Once the campus is complete, Signature will seek to relocate both PTC
(34 SNF beds) and FTC (13 SNF beds) to that site which will also house assisted living and
retirement community services.

Johnson City Medical Center is the regional, tertiary hospital for Mountain States Health
Alliance, a large, integrated, not-for-profit health care system. Founded in 1998, MSHA has
historical community roots in the Johnson City Medical Center (JCMC) (1980-Present),
Memorial Hospital (1951-1980), and Appalachian Hospital (1911-1951). The hospital system
includes fourteen hospitals providing a core of acute care, hospital-based services, and an
array of supporting services. In addition, MSHA operates urgent care centers, outpatient
facilities, laboratory and radiology services, physician practices, long-term care and
rehabilitation facilities, and community-based prevention and educational activities to a
population of over 1.1 million residents of southern and central Appalachia. The twenty-nine
(29) county service area consists of counties from Tennessee, Virginia, Kentucky and North
Carolina.

The proposed project will not add any additional acute care, rehabilitation or skilled nursing
beds to the service area. This proposal will allow MSHA to maximize its existing
complement of licensed beds in Washington County to appropriately align full complement
of services needed to meet the changing needs of the service area population across the
continuum of care.

Provide a detailed narrative of the project by addressing the following items as they
relate to the proposal.

A. Describe the construction, modification and/or renovation of the facility
(exclusive of major medical equipment covered by T.C.A. § 68-11-1601 et
seq.) including square footage, major operational areas, room configuration,
etc. Applicants with hospital projects (construction cost in excess of $5
million) and other facility projects (construction cost in excess of $2 million)
should complete the Square Footage and Cost per Square Footage Chart.
Utilizing the attached Chart, applicants with hospital projects should
complete Parts A.-E. by identifying as applicable nursing units, ancillary
areas, and support areas affected by this project. Provide the location of the
unit/service within the existing facility along with current square footage,
where, if any, the unit/service will relocate temporarily during construction
and renovation, and then the location of the unit/service with proposed

8



SUPPLEMENTAL #1

square footage. The total cos? z)er square foot showledgwaviserabyaimpat
between new construction and renovation cost per squagesf@Qfm Other facility
projects need only complete Parts B.-E. Please also discuss and justify the
cost per square foot for this project.

If the project involves none of the above, describe the development of the
proposal.

The proposed project involves the relocation of a 34-bed skilled nursing unit,
Princeton Transitional Care, from James H. and Cecile C. Quillen Rehabilitation
Hospital to Johnson City Medical Center. The proposed location is on the third floor
of JCMC. There are currently two nursing units, 3200 and 3300, which would be
designated skilled nursing facility space. This area previously housed skilled
nursing beds (Franklin Transitional Care) so the area already contains a
distinguishable barrier between the skilled nursing unit and rest of the acute care
hospital. This project only involves minor refurbishments (patching and painting)
and minor renovations to the day room to ensure compliance with current
regulatory statutes.

The minor refurbishments to the facility would not require temporary relocation for
any patients due to the currently lower census of Johnson City Medical Center.

The proposed project will not initiate any new services or addition of major medical
equipment (as defined by T.C.A. § 68-11-1601 et seq.) and will cost $21,000. The

total construction cost will be minimal at $10,500 or $0.73 a square foot.

B. Identify the number and type of beds increased, decreased, converted,
relocated, designated, and/or redistributed by this application. Describe the
reasons for change in bed allocations and describe the impact the bed
change will have on the existing services.

There will be no change in the total number of beds within Washington County.
This request is to relocate 34 SNF beds from their current location within QRH to
JCMC.

Current Bed Complement Proposed Bed Complement 3

Johnson City Medical Center

Main Campus 501 Acute Care Beds 501 Acute Care Beds
13 FTC SNF Beds* 13 FTC SNF Beds**
RELOCATE: 34 PTC SNF Beds
Woodridge Campus 84 Psychiatric Beds 84 Psychiatric Beds
Quillen Campus 26 Rehabilitation Beds 26 Rehabilitation Beds
34 PTC SNF Beds Smmmmeeeeee
Tofal JCMC  658Beds ~~~ 658Beds
Franklin Woods Community Hospital L VAR
. BO0AcuteCareBeds = 80AcuteCareBeds
Total Washington County Beds e L LW
738 Beds 738 Beds

‘;currently susp?'tdad
**continue to suspend

Revised Page 9
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SUPPLEMENTAL #1
10:30 am

28

SQUARE FOOTAGE AND COST PER SQUARE FOOTAGE CHART

Proposed Proposed Final Proposed Final
A. Unit/ Department | Existing | Existing | Temporary Final Square Footage Cost/ SF
focsah = Beesiian fgeation Renovated New Total Renovated New Total
3200 and 3300 SNF QRH 13,100 N/A JCMC 14,334 0 14,334 $0.73 $0 $0.73
B. Unit/Depart. GSF
Sub-Total
C. Mechanical/
Electrical GSF
D. Circulation
/Structure GSF
E. Total GSF QRH 13,100 N/A JCMC 14,334 0 14,334 $0.73 $0 $0.73

Revised Page 10
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C. As the applicant, describe your need to provide the following health care
services (if applicable to this application):

Adult Psychiatric Services

Alcohol and Drug Treatment for Adolescents (exceeding 28 days)
Birthing Center

Burn Units

Cardiac Catheterization Services

Child and Adolescent Psychiatric Services
Extracorporeal Lithotripsy

Home Health Services

Hospice Services

10. Residential Hospice

11. ICF/MR Services

12. Long-term Care Services

13. Magnetic Resonance imaging (MRI)

14. Mental Health Residential Treatment

15. Neonatal Intensive Care Unit

16. Non-Residential Methadone Treatment Centers
17. Open Heart Surgery

18. Positron Emission Tomography

19. Radiation Therapy/Linear Accelerator

20. Rehabilitation Services

21. Swing Beds

NN

Not applicable
D. Describe the need to change location or replace an existing facility.

The proposed project addresses a major concern for Mountain States Health
Alliance which has been the effectiveness of post-acute care resources in
Washington County. Given the changing healthcare landscape and the vital role
that post-acute care has in effective population health management, it was critical
for MSHA to reorganize this service offering. MSHA seeks to enhance continuity of
care and improve operational efficiency for both skilled nursing care and inpatient
rehabilitation in Washington County through select partnerships with HealthSouth
Corporation and Signature HealthCARE. Both organizations have significant
resources and expertise within their respective areas of focus and MSHA has
developed partnerships with both entities to leverage their capabilities to improve
the post-acute arena within Washington County.

Mountain States has entered into a definitive agreement with HealthSouth
Corporation to create a joint venture partnership that will expand service offerings
at Quillen Rehabilitation Hospital. This will require renovation and expansion of
clinical programming space at QRH; however, the existing space is maximized with
the presence of Princeton Transitional Care’s 34 beds. This necessitates a need to
reconsider the location of the 34 SNF beds. At the same time, MSHA has
separately signed a letter of intent with Signature HealthCARE to develop a new
patient- and family-friendly elder care community that will include skilled nursing
care services among others (retirement living and assisted living). This will involve
the ultimate relocation of MSHA’s 47 skilled nursing care beds (34 at PTC and 13
at FTC) to this new community campus; however, this will require 18 to 24 months
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of construction (and an additiona® @ON which will be filed at a later date). In the
meantime, both Signature HealthCARE and MSHA feel it is essential for the
community to have continued access to these existing SNF services. As such,
JCMC has agreed to give up space within its facility to temporarily house PTC’s 34
skilled nursing care beds as this new campus is being constructed.

As a result of these partnerships, it is necessary to develop an interim plan to
temporarily relocate the existing and operational 34-bed skilled nursing unit,
Princeton Transitional Care. The project application requests the relocation of the
34-bed skilled nursing unit (PTC), from the campus of Quillen Rehabilitation
Hospital to Johnson City Medical Center. This will free up space for HealthSouth to
make the necessary upgrades and adjustments to the physical space within QRH
needed to elevate and modernize the inpatient rehabilitation patient experience.
Additionally Signature HealthCARE will manage the unit within JCMC as the elder
care campus is constructed at the old North Side Hospital location (401 Princeton
Road, Johnson City). The intent is to demolish that building and construct a
complete elder care campus with offerings including retirement community living,
assisted living facility, and skilled nursing care.

. Describe the acquisition of any item of major medical equipment (as defined
by the Agency Rules and the Statute) which exceeds a cost of $1.5 million;
and/or is a magnetic resonance imaging (MRI) scanner, positron emission
tomography (PET) scanner, extracorporeal lithotripter and/or linear
accelerator by responding to the following:

1. For fixed-site major medical equipment (not replacing existing
equipment):

a. Describe the new equipment, including:
1. Total cost; (As defined by Agency Rule).
2. Expected useful life;
3. List of clinical applications to be provided; and
4. Documentation of FDA approval.

b. Provide current and proposed schedules of operations.

Not applicable

2. For major mobile medical equipment:

List all sites that will be served;

Provide current and/or proposed schedule of operations;
Provide the lease or contract cost;

Provide the fair market value of the equipment; and
List the owner for the equipment.

oo

Not applicable

3. Indicate applicant’s legal interest in equipment (i.e., purchase, lease, etc.)
In the case of equipment purchase include a quote and/or proposal from
an equipment vendor, or in the case of an equipment lease provide a
draft lease or contract that at least includes the term of the lease and the
anticipated lease payments.

Not applicable

12



V.

V.

ahoanNa

(A) Attach a copy of the plot plan of thesite on an 8 1/2” x 11” sheet of white paper
which must include:

1. Size of site (in acres);

2. Location of structure on the site; and

3. Location of the proposed construction.

4. Names of streets, roads or highway that cross or border the site.

Please note that all drawings do not need to be drawn to scale. Plot plans
are required for all projects.

Princeton Transitional Care, a 34-bed skilled nursing facility, will be relocated to
Johnson City Medical Center, 400 North State of Franklin Road, Johnson City,
Tennessee. Included in Attachment B.III.(A) is the plot plan for Johnson City
Medical Center. The 34 skilled nursing beds will be relocated to a 14,334 square
foot unit located within Johnson City Medical Center. The size of the JCMC
campus is 54.167 acres. j

(B) 1. Describe the relationship of the site to public transportation routes, if any,
and to any highway or major road developments in the area. Describe the
accessibility of the proposed site to patients/clients.

Johnson City Medical Center is located at 400 N. State of Franklin Road (State 321) on
the corner of Highway 11E in Johnson City, Tennessee and is accessible from
Interstate 26. Johnson City Medical Center is a stop on the Johnson City Transit
Public Transportation service. The proposed site is accessible through multiple access
points for ambulatory patients, patients transferred into the facility and for emergent
patients. JCMC has a helicopter service available for emergent and inter-facility
transfers.

Attach a floor plan drawing for the facility, which includes legible labeling of patient
care rooms (noting private or semi-private), ancillary areas, equipment areas, etc.
on an 8 2” x 11” sheet of white paper.

NOTE: DO _NOT SUBMIT BLUEPRINTS. Simple line drawings should be
submitted and need not be drawn to scale.

Floor plans for the project are provided in Attachment B.IV.
For a Home Health Agency or Hospice, identify:
Existing service area by County;
Proposed service area by County;
A parent or primary service provider;
Existing branches; and
Proposed branches.

Not Applicable
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SECTION C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

Yol

In accordance with Tennessee Code Annotated § 68-11-1609(b), “no Certificate of Need shall
be granted unless the action proposed in the application for such Certificate,is necessary to
provide needed health care in the area to be served, can be economically aggomplished and
maintained, and will contribute to the orderly development of health care.” The three (3) criteria
are further defined in Agency Rule 0720-4-.01. Further standards for guidance are provided in
the state health plan (Guidelines for Growth), developed pursuant to Tennessee Code Annotated
§68-11-1625.

The following questions are listed according to the three (3) criteria: (l) Need, (ll) Economic
Feasibility, and (lll) Contribution to the Orderly Development of Health Care. Please respond to
each question and provide underlying assumptions, data sources, and methodologies when
appropriate. Please type each question and its response on an 8 1/2” x 11" white paper. All
exhibits and tables must be attached to the end of the application in correct sequence identifying
the question(s) to which they refer. If a question does not apply to your project, indicate “Not

Applicable (NA).”
QUESTIONS
NEED

1. Describe the relationship of this proposal toward the implementation of the State
Health Plan and Tennessee’s Health: Guidelines for Growth.

a. Please provide a response to each criterion and standard in Certificate of Need
Categories that are applicable to the proposed project. Do not provide responses
to General Criteria and Standards (pages 6-9) here.

Special Criteria for Construction, Renovation, Expansion, and Replacement of
Health Care Institutions

1. Any project that includes the addition of beds, services, or medical equipment
will be reviewed under the standards for those specific activities.

This project does not involve the addition of beds, services or major medical
equipment, but better fits the description for the relocation and renovation of an
existing health care institution and is addressed in the following sections for 2 (a), 2
(b), 3 (a) and 3 (b).

2. For relocation or replacement of an existing licensed health care institution:

a. The applicant should provide plans which include costs for both
renovation and relocation, demonstrating the strengths and weaknesses
of each alternative.

This project involves the relocation of the existing 34 skilled nursing beds from
their current location at Quillen Rehabilitation Hospital into renovated space
within Johnson City Medical Center. By relocating these beds, HealthSouth
can proceed with plans to improve the facility infrastructure at QRH and
expand the clinical space programming to enhance care for the inpatient
rehabilitation population. Also, the temporary relocation of PTC to JCMC wiill
ensure the continued provision of this much needed service while MSHA and
Signature HealthCare complete plans to construct a comprehensive eldercare
campus in Johnson City. The strength of this project is that it will enhance the

14



overall provision of post-a@Be care services in Washington County at a
minimal project cost of $21,000.

One disadvantage with this approach will be the impact to JCMC’s existing
bed capacity. While this may prove challenging during peak census, JCMC is
confident with existing resources at Franklin Woods Community Hospital (80
beds, also in Washington County), this challenge can be proactively
managed. In fact, immediate access to the 34-SNF beds within JCMC will
provide an opportunity to lower the length of stay on the acute care side as
well thus improving JCMC’s ability to manage any potential temporary
capacity issues.

Capacity Trends in Washington County

Franklin Woods Community Hospital

Licensed Beds 80 80 80
Patient Days 14,233 15,199 15,182
Occupancy 49% 52% 52%
Johnson City Medical Center

Licensed Beds 501 501 501
Patient Days 132,677 125,692 | 119,570
Occupancy 73% 69% 65%

Sources: Joint Annual Report; Internal Data

Given there is capacity at FWCH, JCMC will coordinate during peak census to
ensure that the temporary removal of access to 34 of JCMC’s licensed beds
does not impact MSHA'’s overall ability to provide acute care services to the
community. This challenge is only temporary as the ultimate goal is to
relocate all 47 SNF beds (PTC’s 34 beds and FTC’s 13 beds) to the new
eldercare campus that MSHA and Signature HealthCARE will be constructing
on the old North Side Hospital campus. This disadvantage is offset by the
fact JCMC will manage this challenge with other existing MSHA resources in
Washington County and the only other viable alternatives are to hold on the
improvements to QRH or to suspend PTC beds during the next 18 to 24
months as the new eldercare campus is constructed. MSHA believes these
alternatives are not viable given the impact they would have on the entire
delivery system and therefore seeks approval to temporarily relocate PTC to
refurbished space within JCMC.

The applicant should demonstrate that there is an acceptable existing or
projected future demand for the proposed project.

The aging baby boomer population is requiring an ever increasing demand for
post-acute care. The increasing demand is the result of patients leaving a
hospital setting and requiring skilled nursing assistance in hopes of re-
acclimating to the lifestyle accustomed prior to the acute care setting. In
February 2009, there was a report published that was prepared for the
Assistant Secretary for Planning and Evaluation (ASPE) of the U.S.
Department of Health and Human Services. This report, entitled “Examining
Post-Acute Care Relationship in an Integrated Hospital System,” identified
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skilled nursing facilities as3the most frequently used setting for Medicare
patients seeking post-acute care, accounting for 41 percent of this population.

There has been renewed focus in the opportunity to better maximize skilled
nursing facility and other post-acute care resources as bundled payments,
ACOs, and other payment reform mechanisms continue to be implemented
across the country. It is essential that patients receive the most appropriate
care in the lowest cost setting and post-acute care is considered a significant
opportunity to lower costs, improve quality through enhanced coordination of
care, reduce hospital readmissions, and so forth. It was for these very
reasons that MSHA begin to seek expertise in this area in the form of
partnerships with HealthSouth and Signature HealthCARE.

Outlined below are the historical trends for SNF volumes at Princeton
Transitional Care.

Princeton Transitional Care Volumes
_FY2010 — FY2014

Admissions 889 705

Patient Days 11,131 | 10,173 | 8,622 8,950 8,839
ALOS 12.5 14.4 12.5 12.7 10.9
Licensed Beds 34 34 34 34 34
Occupancy 89.7% 819% | 69.5% | 72.1% | 71.2%

Sources: Joint Annual Reports; Internal Data

Sg2 is an international firm based out of Chicago, which provides analytic-
based health care expertise to help hospitals and health systems integrate,
prioritize and drive growth and performance across the continuum of care.
Over 1,200 organizations around the world utilize their analytic, intelligence,
consulting, and educational services. MSHA is a client and uses their analytic
tools to project demand across the various setting within healthcare.
Nationally Sg2 projects skilled nursing facility demand will grow over 10%
over the next 10 years. The need for skilled nursing facility services will
continue in PTC’s local service area, especially given the higher than national
rates of elderly. The ultimate goal of partnering with Signature HealthCARE
to develop an eldercare campus that will provide coordinated care options for
those requiring skilled care, assisted living or even just retirement living
options will help meet this increasing need.

3. For renovation or expansions of an existing licensed health care institution:

a. The applicant should demonstrate that there is an acceptable existing
demand for the proposed project.

Question 3(a) is addressed in the question above [Question 2(b)].

b. The applicant should demonstrate that the existing physical plant’s
condition warrants major renovation or expansion.

This is not applicable as this project involves only refurbishments and very
minor renovation at JCMC in order to accommodate the request to temporarily
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relocate PTC. The unit at JGKIC was previously designated as skilled nursing
facility space and will require only minimal adjustments to meet the needs of
PTC.

b. Applications that include a Change of Site for a health care institution, provide a
response to General Criterion and Standards (4)(a-c)

(4) Applications for Change of Site. When considering a certificate of need
application which is limited to a request for a change of site for a proposed
new health care institution, the Commission may consider, in addition to the
foregoing factors, the following factors:

(a) Need. The applicant should show the proposed new site will serve the
healthcare needs in the area to be served at least as well as the original site.
The applicant should show that there is some significant legal, financial, or
practical need to change the proposed new site.

The proposed relocation site for Princeton Transitional Care, currently located at
Quillen Rehabilitation Hospital, is located approximately 4 miles away at Johnson
City Medical Center. Because of the proximity of the two facilities, the skilled nursing
care needs in the community will be just as well served as at the current site. This
request is to temporarily relocate PTC to JCMC, which will enable HealthSouth to
proceed with its plan to improve the QRH’s facility infrastructure and expand clinic
programmatic space to better meet the needs of the inpatient rehabilitation patient
population. Additionally, the temporary relocation 4 miles away will ensure PTC
continues to provide this vital service to the community while the intended
permanent location is being built on the pending MSHA/Signature HealthCARE
eldercare campus. This new eldercare campus will be on the old North Side
Hospital property which is adjacent to the current campus of QRH. So while PTC
will move 4 miles away temporarily, it will essentially end up back at nearly the same
location, albeit in @ modern, comprehensive campus designed to meet the needs of
the elderly population through the provision of skilled care, assisted living services
and retirement living options.

(b) Economic factors. The applicant should show that the proposed new site
would be at least as economically beneficial to the population to be served as
the original site.

Approval of this project will enable Mountain States Health Alliance to enhance the
provision of post-acute care services within Washington County. The ultimate intent
of constructing an eldercare campus that will contain access to skilled nursing care,
assisted living and retirement living options will better meet the needs of community.
Enhancement of valued post-acute care services will improve cost efficiencies for
the overall healthcare delivery system as the cost of care for patients in an acute
care sefting is almost 40% to 60% more compared to the post-acute care settings
(i.e., skilled nursing, rehabilitation, and so forth). So improving access to this vital
services in an elderly friendly environment that leverages the expertise of national
and multi-state organizations such as HealthSouth and Signature HealthCARE will
be very beneficial to this patient population.

(c) Contribution to the orderly development of health care facilities and/or
services. The applicant should address any potential delays that would be
caused by the proposed change of site, and show that any such delays are
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outweighed by the benefit that yll be gained from the change of site by the
population to be served.

The proposed change of site of PTC from QRH to JCMC will not create any
potential delays. Johnson City Medical Center does not currently operate at
maximum capacity so there will be no delay or interruption in current clinical
services at JCMC as the minor refurbishments are completed to prepare the facility
for the relocation of PTC. In the meantime, PTC will continue to operate within QRH
and will not be impacted during this brief time of preparation. Once the
refurbishments at Johnson City Medical Center are complete, existing patients from
Princeton Transitional Care would be transferred as appropriate to the new space
within JCMC. In fact, by moving PTC to JCMC now, HealthSouth will have more
immediate access to additional space at QRH needed to expand the clinical
services programming and modernize the facility infrastructure for their inpatient
rehabilitation patient population.

2. Describe the relationship of this project to the applicant facility’s long-range
development plans, if any.

The proposed project is consistent with the long-range plans of Mountain States Health
Alliance. As the healthcare delivery and reimbursement models have been changing in
response to healthcare reform, there has been increased focus and attention given to post-
acute care services. While MSHA has multiple resources in Washington County in this area
(inpatient rehab, skilled nursing facilities), the system has not necessarily maximized the
potential opportunities to completely leverage these resources. Recognizing that MSHA has
limited expertise in these areas, the system intentionally sought out regional and national
experts with whom MSHA could partner in these areas. Following a very thorough and
methodical process, MSHA has decided to partner with HealthSouth for inpatient rehabilitation
services (through a joint venture relationship with will involve QRH) as well as Signature
HealthCARE for skilled nursing and other elder care services.

Both partners will bring a great deal of expertise and resources to the already existing
services in place. HealthSouth is the nation’s largest owner and operator of inpatient
rehabilitation hospitals in terms of patients treated and discharged, revenues and number of
hospitals. Operating in 28 states across the country and in Puerto Rico, HealthSouth serves
patients through its network of inpatient rehabilitation hospitals, outpatient rehabilitation
satellite clinics and home health agencies. HealthSouth’s hospitals provide a higher level of
rehabilitative care to patients who are recovering from conditions such as stroke and other
neurological disorders, orthopedic, cardiac and pulmonary conditions, brain and spinal cord
injuries, and amputations. MSHA intends to utilize this national partner to improve and
expand the depth and breadth of inpatient rehabilitation services provided at QRH. In order to
accomplish this, more space is needed within the building and therein lies part of the impetus
of this project — to relocate PTC out of QRH, freeing up space for improvements to the
inpatient rehabilitation services.

MSHA'’s second partner, Signature HealthCARE, is a growing long-term care, rehabilitation
and health care provider with 123 locations in ten states and nearly 19,000 employees. Nearly
half of Signature’s facilities have 4-star or 5-star rating from the federal Centers for Medicare
& Medicaid Services. In 2013, the company was named one of Modern Healthcare’s “Best
Places to Work” for the third time. Signature’s culture was built on three organizational pillars:
Learning, Spirituality and Intra-preneurship. This will be good fit with MSHA'’s culture and their
regional expertise in skilled nursing care will be a tremendous value-add for the local
community. MSHA intends to partner with Signature HealthCARE to construct a
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comprehensive elder care campus, on ti@7old North Side Hospital building Sht‘e This
community and patient friendly campus will provide a range of elder care optlons,.lncludmg
skilled nursing care, assisted living and retirement living. This will greatly expand semces for
the elderly population within PTC'’s service area. ;|«
ul
Both of these partnerships will enhance the quality of post-acute care services in'the local
community in a very coordinated fashion with the existing acute care resources. The eldercare
campus that MSHA and Signature HealthCARE will develop is the intended ultimate home for
PTC. However, given the multiple projects competing for the same space, MSHA has
decided to temporarily relocate PTC to JCMC. This will ensure the community can still access
this much needed service during this time of construction. Signature HealthCARE will be
managing this unit at PTC so the partnership will have immediate benefit to the community as
their expertise will be leveraged well prior to the construction of the eldercare campus.

. Ildentify the proposed service area and justify the reasonableness of that proposed
area. Submit a county level map including the State of Tennessee clearly marked to
reflect the service area. Please submit the map on 8 1/2” x 11” sheet of white paper
marked only with ink detectable by a standard photocopier (i.e., no highlighters,
pencils, etc.).

Princeton Transitional Care serves patients predominately from Northeast Tennessee. The
primary service area (PSA) consists of three Tennessee counties: Carter, Sullivan, and
Washington. In Fiscal Year 2014, the PSA accounted for 675 SNF admissions, or 83% of
total admissions to Princeton Transitional Care.

The secondary service area (SSA) consists of three other Tennessee counties: Johnson,
Greene, and Unicoi. In Fiscal Year 2014, the SSA accounted for 82 SNF admissions, or 10%
of total admissions to Princeton Transitional Care.

The FY2014 volumes by service area are provided in the following table.

_ FY2014 Prlnceton raS|t|onaI Care SNF Patlent Orl . ln -

Prlmary Washmgton, TN 519 64% 64%
Primary Carter, TN 92 11% 75%
Primary Sullivan, TN 64 8% 83%
PSA Subtotal 675 83%
Secondary |Unicoi, TN 32 4% 87%
Secondary |Greene, TN 32 4% 91%
Secondary |Johnson, TN 18 2% 93%
SSA Subtotal 82 10%
All Other 56 7% 100%
Grand Total 813 100%

Source: Internal Data

Maps depicting the service area are provided on the following pages.
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A. Describe the demographics of the populatipn to be served by this proposal.

The following table shows the total population of each of the counties in the project’s
service area. Analysis of the data predicts a 3.0% growth in the combined primary and
secondary service area of Princeton Transitional Care from 2015 to 2020. In addition,
PTC is located in Washington County which expects a 6.7% growth over the next 5

years.

Service Area Population Projections

ZerviCe '_'r_;'.',. rllu_.|'l}_"- ercer

Primary Washington, TN 132,015| 140,905 7%
Primary Carter, TN 58,052 58,375 323 1%
Primary Sullivan, TN 158,679| 159,749 1,070| 1%]

PSA Subtotal 348,746| 359,029 10,283 3%
Secondary |Unicoi, TN 18,760 19,150 390| 2%
Secondary |Greene, TN 71,945 74,656 2,711 4%
Secondary |Johnson, TN 18,716 19,112 396 2%

SSA Subtotal 109,421 112,918 3,497 3%
PSA and SSA Combined 458,167| 471,947 13,780 3%

Source: Tennessee Advisory Commission on Intergovernmental Relations; University of Tennessee Center for Business and
Economic Research

The population in the project’s primary service area (accounts for 83% of service volume
discharges) has a higher concentration of older individuals than state and national
trends. In 2015, 20% of the project’s service area will be ages 65 and above, compared
to 16% in Tennessee and 15% of the United States. Over the next five years, the
elderly population within the primary service area is projected to increase 16%, far
outweighing general population growth of 3 percent. This growth substantiates the
continued demand for services highly utilized by the elderly, including skilled nursing
care, assisted living, and retirement living. The table below details the service area’s

age distribution.

Primary Service Area Population Distribution by Age Group
| Percent of Total
2015| 2020

0% 22% 22%

to 19

20to 44 103,867| 103,930 0% 30% 29%
45to 64 97,899| 97,307 -1% 28% 27%
65+ 68,869 79,679 16% 20% 22%
Total 348,746/ 359,029 3% 100% 100%

Source: Tennessee Advisory Commission on Intergovernmental Relations; University of Tennessee Center for Business and
Economic Research

The demographics of Princeton Transitional Care’s primary service area are similar to
the United States in gender (51 percent female, 49 percent male). The primary service
area counties have a much lower median household income compared to the national
average ($40,216 versus $51,371). The racial mix in the primary service area is
predominately Caucasian, as they account for more than 92% percent of the population.
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B. Describe the special needs of thgservice area population, including health
disparities, the accessibility to consumers, particularly the elderly, women, racial
and ethnic minorities, and low-income groups. Document how the business plans
of the facility will take into consideration the special needs of the service area
population.

Princeton Transitional Care, as part of Mountain States Health Alliance, is committed to
meeting the needs of the community and the region, as stated in its organizational
mission, “to identify and respond to the health care needs of individuals and
communities in our region and to assist them in attaining their highest possible level of
health”. Princeton Transitional Care participates in Medicare and TennCare programs.
Mountain States Health Alliance provides services to more TennCare patients than any
other provider in the region and is a leading provider of charity care. Medicare patients
for FY2014 comprised 71% of Princeton Transitional Care’s patient revenue, TennCare
and Medicaid patients made up 7%, with another 12% combined from charity and self-

pay.

5. Describe the existing or certified services, including approved but unimplemented
CONSs, of similar institutions in the service area. Include utilization and/or occupancy
trends for each of the most recent three years of data available for this type of project.
Be certain to list each institution and its utilization and/or occupancy individually.
Inpatient bed projects must include the following data: admissions or discharges,
patient days, and occupancy. - Other projects should use the most appropriate
measures, e.g., cases, procedures, visits, admissions, etc.

The proposed project is for the relocation of a 34-bed skilled nursing unit temporarily to
Johnson City Medical Center while the elder care campus to be constructed by MSHA and
Signature HealthCARE is being built. The trend in volumes is listed below for the hospitals in
the service area providing skilled nursing services.

e gend fo Utilization Table
Indian Path Medical Center

.-I
Name

IPMC Transitional Care

IPMC

JCMC (a) | Johnson City Medical Center Franklin Transitional Care
LMH (b) | Laughlin Memorial Hospital Laughlin Healthcare Center
QRH James H. and Cecile C. Quillen Rehabilitation Hospital Princeton Transitional Care
UCMH (b) | Unicoi County Memorial Hospital Unicoi County Nursing Home

(a) Franklin Transitional Care — currently suspended
(b) Provides Level ! Intermediate Care services as well
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Trend in Service Area Hogpital-Based SNF Utilization

IPMC 678 663 656 6,231 5,917 | 5,919 22 22 22 77.6% | 73.7% | 73.7%
JCMC (a) 10 291 n/a 84 3,571 n/a 13 13 13 1.8% 75.2% n/a
LMH(b) 452 409 n/a 30,132 | 28,891 n/a 90 90 90 91.7% | 87.9% n/a
QRH 705 692 706 | 10,173 | 8,622 | 8,950 34 34 34 81.9% | 69.5% | 72.1%
UCMH (b) | 83 103 108 | 16,655 | 16,574 | 15,847 46 46 46 99.2% | 98.7% | 94.4%

Sources: Tennessee Department of Health, Joint Annual Reports and Internal Data

Note: 2013 Joint Annual Reports not available for competitors
(a) Franklin Transitional Care was suspended between 2010 and 2011; it was then active in 2012 and re-suspended in 2013
(b) Provides Level | Intermediate Care services as well
(¢) Includes Level | Intermediate and Level Il Skilled Nursing where applicable

6. Provide applicable utilization and/or occupancy statistics for your institution for each
of the past three (3) years and the projected annual utilization for each of the two (2)
years following completion of the project. Additionally, provide the details regarding
the methodology used to project utilization. The methodology must include detailed
calculations or documentation from referral sources, and identification of all
assumptions.

Over the past five years, Princeton Transitional Care has operated at occupancy in excess of

70 percent.

Mountain States Health Alliance anticipates a trend similar to the past with

occupancy projections of 72% in the first full year and 77% in the second full year of
operations. The projected data for the first full year of operations for Princeton Transitional
Care at JCMC are 8,921 patient days and 805 admissions. The table below illustrates the

historical and projected volumes for the 34-bed SNF unit.

Princeton Transitional Care SNF Volumes

FY201 - Pro'ecte Year 2 _

889

705

692

706

813

Admissions 805 859
Patient Days 11,131 | 10,173 | 8,622 8,950 8,839 8,921 9,516
ALOS 12.5 14.4 12.5 12.7 10.9 11.1 111
Licensed Beds 34 34 34 34 34 34 34
Occupancy 89.7% | 81.9% | 69.5% | 72.1% | 71.2% 71.9% 76.7%

Sources: Joint Annual Reports; Internal Data

The growth was calculated assuming Princeton Transitional Care would achieve an average
daily census of 26. Assessing historical and market trends, senior leadership assumed a
modest growth of 1% for the project year 1 increasing to 6% in year 2 of the proposed project.
These are very consistent with previous years.
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ECONOMIC FEASIBILITY 43
1. Provide the cost of the project by completing the Project Costs Chart on the following
page. Justify the cost of the project.

All projects should have a project cost of at least $3,000 on Line F. (Minimum
CON Filing Fee). CON filing fee should be calculated from Line D. (See
Application Instructions for Filing Fee)

The cost of any lease should be based on fair market value or the total
amount of the lease payments over the initial term of the lease, whichever is
greater.

The cost for fixed and moveable equipment includes, but is not necessarily
limited to, maintenance agreements covering the expected useful life of the
equipment; federal, state, and local taxes and other government
assessments; and installation charges, excluding capital expenditures for
physical plant renovation or in-wall shielding, which should be included
under construction costs or incorporated in a facility lease.

For projects that include new construction, modification, and/or renovation;
documentation must be provided from a contractor and/or architect that
support the estimated construction costs.

The project costs assodiated with this proposal are identified in the Project Costs Chart below.
Attachment C1 contains documentation support from an architect.
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PROJECT COSTS CHART 44

Construction and equipment acquired by purchase:

1. Architectural and Engineering Fees $0.

2. Legal, Administrative (Excluding CON Filing Fee), $3.500
Consultant Fees

3.  Acquisition of Site $0

4.  Preparation of Site $0

5.  Construction Costs $10.500

6. Contingency Fund $4.000

7. Fixed Equipment (Not included in Construction Contract) $0

8. Moveable Equipment (List all equipment over $50,000) 30

9.  Other (Specify) $0

Acquisition by gift, donation, or lease:

1. Facility (inclusive of building and land) $0

2.  Building only $0

3. Landonly $0

4.  Equipment (Specify) $0

5.  Other (Specify) $0

Financing Costs and Fees:

1. Interim Financing $0
2. Underwriting Costs $0
3. Reserve for One Year's Debt Service $0
4. Other (Specify) $0
Estimated Project Cost
(A+B+C) __$18.000
CON Filing Fee $3.000
Total Estimated Project Cost
(D+E)
TOTAL $ 21,000
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SUPPLEMENTAL #1

2. ldentify the funding sources for this proje@é‘ September 29, 2014

Please check the applicable item(s) below and briefly s.ummari;eo hsgwame project will
be financed. (Documentation for the type of funding MUST be inserted at the end of the
application, in the correct alpha/numeric order and identified as Attachment C,
Economic Feasibility-2.)

A

Commercial loan—Letter from lending institution or guarantor stating favorable
initial contact, proposed loan amount, expected interest rates, anticipated term of
the loan, and any restrictions or conditions;

Tax-exempt bonds—Copy of preliminary resolution or a letter from the issuing
authority stating favorable initial contact and a conditional agreement from an
underwriter or investment banker to proceed with the issuance;

General obligation bonds—Copy of resolution from issuing authority or minutes
from the appropriate meeting.

Grants—Notification of intent form for grant application or notice of grant award; or
Cash Reserves—Appropriate documentation from Chief Financial Officer.

Other—Identify and document funding from all other sources.

The project will be funded from existing cash reserves from operations at Mountain States
Health Alliance. Documentation of the availability of funds to complete the project is provided
in the attachments.

3. Discuss and document the reasonableness of the proposed project costs. If
applicable, compare the cost per square foot of construction to similar projects
recently approved by the Health Services and Development Agency.

The total construction cost of the proposed project is minimal at $10,500 in refurbishment and
minor renovation cost. The renovations will focus on expanding the day room space needed
to meet the standards required for a 34-bed skilled nursing facility as this space previously
housed a smaller skilled nursing unit. The project will impact 14,334 square feet at a minimal
cost of $0.73 per square foot.

4. Complete Historical and Projected Data Charts on the following two pages--Do not
modify the Charts provided or submit Chart substitutions! Historical Data Chart

represents revenue and expense information for the last three (3) years for which
complete data is available for the institution. Projected Data Chart requests
information for the two (2) years following the completion of this proposal. Projected
Data Chart should reflect revenue and expense projections for the Proposal Only (i.e., if
the application is for additional beds, include anticipated revenue from the proposed
beds only, not from all beds in the facility).

The following two pages contain the Historical Data Chart and the Projected Data Chart. The
historical data chart profiles JCMC’s performance between FY2012 and FY2014. The
projected data chart profiles PTC's estimated performance for the first two complete fiscal
years of operation (FY2016 and FY2017).
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HISTORICAIL BATA CHART

Give information for the last three (3) years for which complete data are available

The fiscal year begins in July.
Johnson City Medical Center:

A. Utilization Data (adjusted patient days)
B. Revenue from Services to Patients

1. Inpatient Services

2. Outpatient Services
3. Emergency Services
4

Other Operating Revenue
(Specify)

Gross Operating Revenue

C. Deductions from Gross Operating Revenue
1. Contractual Adjustments
2. Provision for Charity Care
3. Provisions for Bad Debt

Total Deductions

NET OPERATING REVENUE
D. Operating Expenses

Interest, other than Capital

1. Salaries and Wages

2. Physician’s Salaries and Wages
3. Supplies

4. Taxes

5. Depreciation

6. Rent

7.

8.

Management Fees:

a. Feesto Affiliates

b. Fees to Non-Affiliates

9.  Other Expenses — _Fees, Utilities, Other

Total Operating Expenses

E. Other Revenue (Expenses) — Net (Specify)
NET OPERATING INCOME (LOSS)
F. Capital Expenditures

1.  Retirement of Principal
2. Interest
Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES

SUPPLEMENTAL #1

er 29, 2014

f(_?retgggm '1.?1 or agency.
0:30 a

Year FY2012  Year FY2013  Year FY2014
221.073 221.457 211,147
1,229.828.177 1,225,715.583 1,238.569.182
634.541.928 650.543.168 728.794.601
63,778.997 70.645.530 75.596.172
7.159.508 12.167.594 10.581.953
1,935.308.611 1,959.071,875 2.053,.541.908

1,387,754.477

1.445.591.862

1,551,293,701

102.833.165 92.919.891 90.618.603
2.231.217 2.459.181 5.863.379
1.492.818.859 1,540,970.934 1.647.775.683
442,489,752 418,100,940 405,766,225
170.489.724 164.639.656 153.036.891

- 36.981 51,517

93.918.752 88.161.682 88.675.272
22.633.162 24,008,010 20,332,137

- 2.020.515 1.659.832

87.840.480 96.365.062 97.938.058
374,882,118 375,231,906 361,693,707
67.607.634 42.869.034 44,072,518
212.049 229.830 238.712
16,555,757 13.340.567 14.076.703
16,767,806 13,570,397 14,315.415
50,839.828 29.298.637 29,757,103




SUPPLEMENTAL #1
Sejitember 29, 2014

PROJECTED41;ATA CHART
Give information for the two (2) years following the completion of this proposal. T?ne 'isscaPyear begins in July.

Princeton Transitional Care Unit: ,s
Year FY2016  Year FY2017

A. Utilization Data (patient days) 8921 9.516

B. Revenue from Services to Patients

1. Inpatient Services 22.033.086 23,502,617
Outpatient Services

2
3.  Emergency Services
4.  Other Operating Revenue (Specify)

Gross Operating Revenue 22.033.086 23.502.617

C. Deductions from Gross Operating Revenue

1.  Contractual Adjustments 16.963.511 18.075.572
2. Provision for Charity Care 740.563 792.783
3.  Provisions for Bad Debt 624.654 668.700
Total Deductions 18328729 19,537,055
NET OPERATING REVENUE 3,704,357 3,965,562
D.  Operating Expenses
1. Salaries and Wages 2.754.971 2.938.718
2.  Physician’s Salaries and Wages
3. Supplies 729.559 778.218
4.  Taxes
5.  Depreciation
6. Rent
7.  Interest, other than Capital
8. Management Fees:
a. Fees to Affiliates
b. Fees to Non-Affiliates 129,484 138,120
9.  Other Expenses — _Indirect Expenses 232.111 248.256
Total Operating Expenses 3,846,124 4,103,312
E.  Other Revenue (Expenses) -- Net (Specify)
NET OPERATING INCOME (LOSS) (141,767) (137,750)

F.  Capital Expenditures
1.  Retirement of Principal

2. Interest

Total Capital Expenditures

NET OPERATING INCOME (LOSS)

LESS CAPITAL EXPENDITURES (141.767) (137.750)




OTHER EXPENSES CATEGORIES

O 0 3 N L bW N =
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OTHER EXPENSES CATEGORIES

Fees

Utilities

Amortization
Consolidation Allocation
Insurance

Lease

Travel

OtherExp

Dues&Subs
Maintenance
Marketing

Employee

Total Other Expenses
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SUPPLEMENTAL #1

September 29, 2014
HISTORICAL DATA CHART-OTHER EXPENSE{ 0:30 am

1
2

N N W

Allocated expenses

Year 2012 Year 2013 Year 2014
$ 48.782.269 $ 55.836.232 $ 58.798.969
$ 5,490,333 h) 5,171,544 $ 5.246.550
$ 46.949 $ 47.667 $ 47,587
$ 13.095.714 $ 18.077.359 $ 16,658.279
$ 1,118,158 $ 541.691 $ 1.214,995
$ 1,705,486 $ 1.944.649 $ 1,757,017
A 467.779 $ 298.104 $ 226,145
$ 2.418.741 $ 2,203.472 $ 2,022.912
$ 786291 § 984.607 $ 978.796
$ 12,814,602 $ 10,336,422 $ 10,107.699
$ 817.435 $ 603.679 $ 475,296
$ 296,724 $ 319.636 $ 403,813
$ 87.840.480 $ 96,365,062 $ 97,938,058
PROJECTED DATA CHART-OTHER EXPENSES
Year 2016 Year 2017

$ 232,111 $ 248.256

$ - 3 -

$ - $ -

$ - $ -

$ - 3 -

$ - 3 -

$ - 3 -

$ 232,111 S 248.256

Total Other Expenses
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Please identify the project’s average gross charge, average deduction from operating
revenue, and average net charge.

The project's charge information is as follows:

Average gross charge: $2,470
Average deduction from operating revenue (contractual):  $2,055
Average net charge: $415

A. Please provide the current and proposed charge schedules for the proposal.
Discuss any adjustment to current charges that will result from the implementation of
the proposal. Additionally, describe the anticipated revenue from the proposed
project and the impact on existing patient charges.

Outlined below are the room and board current charges for the SNF patients at Princeton
Transitional Care. Mountain States Health Alliance does not anticipate room rates to shift
as a result of the proposed application.

Current and Projected SNF Room Rates
Semi-Private Room OVF/SNF | $ 647
Private Room - SNF S 776

B. Compare the proposed charges to those of similar facilities in the service
area/adjoining service areas, or to proposed charges of projects recently approved by
the Health Services and Development Agency. [f applicable, compare the proposed
charges of the project to the current Medicare allowable fee schedule by common
procedure terminology (CPT) code(s).

The charges associated with skilled nursing services provided at Princeton Transitional
Care, which are reasonable in comparison to rates of other providers in the area, will not
change as a result of this project. The table below outlines comparison of Medicare/Skilled
Care (average daily charge) and Medicaid/TennCare Level |l (average daily charge) for
Mountain States Health Alliance hospital-based facilities with other hospital-based skilled
nursing facilities across Tennessee. Because the charges reported on the Joint Annual
Report are combined for both Level | Intermediate and Level 1l Skilled Nursing Care, only
facilities with just skilled nursing care utilization were included below.

30



Trend in Charge Comparison — HospitahBased SNFs
FY2010 - FY2012

_Princeton Transitional Care | $1,968 | $2213 | $2,388 | $2,1
Franklin Transitional Care* e $2,827 $2,711 o
Indian Path Medical Center
Transitional Care $2,124 $2,558 $2,758 $2,173 $2,860 $2,281
Fort Sanders Transitional
Care Unit
St. Mary’s Transitional Care
Unit
Baptist Memorial Hospital-

Memphis SNF $2,269 $2,535 $2,750 $2,384 $2,979 $3,087
Baptist Skilled Rehabilitation
Unit

Methodist Healthcare Skilled
Nursing Facility

Source: Joint Annual Reports, only through 2012 is available
* Franklin Transitional Care was suspended between 2010 and 2011; it was then active in 2012 and re-suspended in 2013

43 | $2,56 | $2,308
——ee $2,514

$1,253 $1,358 | $1,357 | o | —

$1,424 $1,441 $1,685 | - — e

$1,604 $1,808 $1,952 L R more

$1,493 $1,667 $1,718 WERRNE (R | N

The table below depicts slightly higher average daily charges due to the severity of patients
accepted by MSHA skilled nursing facilities. Further, the table below outlines a comparison
of average charges and average charge per patient day for all Mountain States Health
Alliance facilities in primary service area with skilled nursing facilities, other tertiary care
facilities across the state and other hospitals in the service area with skilled nursing
facilities.

Trend in Charge Comparison — Hospitals

2011-2013

Princeton Transitional Care | $31,036 | $28,875 | $28829 | $2,151 | $2317 | $2,274
Franklin Transitional Care $32,449 $33,781 | @ - $3,863 $2,753 —

IPMC $31,401 $33,020 $37,213 $8,662 $8,923 $9,761
JCMC $43,835 $45,655 $47,980 $9,016 $9,120 $9,792
QRH $38,737 $41,699 $44,091 $3,038 $3,175 $3,367
Service Area - A $22,396 $22,682 $24,740 $5,137 $5,158 $5,559
Service Area - B $28,154 $29,133 $30,177 $6,091 $6,437 $6,880
Hospital - A (East TN) $36,624 $38,090 $40,579 $6,564 $7,032 $7,535
Hospital - B (Middle TN) $55,510 $55,247 $53,618 $10,530 $10,126 $10,262
Hospital - C (West TN) $49,402 $51,211 $54,648 $7,646 $7,762 $7,955

Source: Tennessee Hospital Association’s MarketlQ
Notes: data includes normal newborns and unknown MS-DRGs; FTC only had 10 admissions in 2011 as it was suspended between
2010 and 2011; it was then active in 2012 and re-suspended in 2013

7. Discuss how projected utilization rates will be sufficient to maintain cost-
effectiveness.
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The services provided by PTC are a rbich needed benefit to the community and by
establishing a partnership with Signature HealthCARE, their management expertise will
improve the financial performance of this service during this interim period as the new
eldercare campus is constructed which will serve as the ultimate destination for PTC. As a
not-for-profit health care provider there are many services provided that often operate with
negative margins, however, it is MSHA’s mission to “identify and respond to the health care
needs of individuals and communities in our region and to assist them in attaining their
highest possible level of health”, even if it means some services do not operate with a
positive margin. This is a needed service and without it, more costs could be incurred due
to lengthened patient stays in the hospital if there are reduced options for skilled care
transfers.

Discuss how financial viability will be ensured within two years; and demonstrate the
availability of sufficient cash flow until financial viability is achieved.

Revenue and expense information for this proposal for Years 1 and 2 following project
completion is included in the Projected Data Chart. The cash flow as represented is
projected to be ($141,767) and ($137,750) in years 1 and 2, respectively. As outlined
above, the management agreement with Signature HealthCARE is projected to improve the
financial performance during this interim period. This is not unique to this patient
population, and both MSHA and Signature HealthCARE agree it is important to continue to
provide these services to this patient population.

Discuss the project’s participation in state and federal revenue programs including a
description of the extent to which Medicare, TennCare/Medicaid, and medically
indigent patients will be served by the project. In addition, report the estimated dollar
amount of revenue and percentage of total project revenue anticipated from each of
TennCare, Medicare, or other state and federal sources for the proposal’s first year of
operation.

As with all facilities within Mountain States Health Alliance, Princeton Transitional Care is
committed to meeting the needs of the community and the region, and will continue the
provision of medically necessary care, regardless of socioeconomic status, payor source,
age, race or gender. PTC participates in both Federal and State programs, including
Medicare, TennCare and Medicaid programs. The following is the breakdown of TennCare,
Medicaid, and Medicare for 2014:
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10.

1.

Ter e Ky el B
Medicaid 81,422 055 A
Managed Care 313,953 1%
Blue Cross 1,118,528 5%
United — River Valley 402,030 2%
Commercial 350,617 2%
Self Pay 2,740,520 12%
Other 59,052 0%

MSHA provides services to more TennCare patients than any other provider in the region
and is a leading provider of charity care.

Provide copies of the balance sheet and income statement from the most recent
reporting period of the institution and the most recent audited financial statements
with accompanying notes, if applicable. For new projects, provide financial
information for the corporation, partnership, or principal parties involved with the
project. Copies must be inserted at the end of the application, in the correct alpha-
numeric order and labeled as Attachment C, Economic Feasibility-10.

The most recent reporting period audited balance sheets and income statements for
Mountain States Health Alliance are located in the attachments (audited statements for
Fiscal Year 2012 and 2013).

Describe all alternatives to this project which were considered and discuss the
advantages and disadvantages of each alternative including but not limited to:

a. A discussion regarding the availability of less costly, more effective, and/or more
efficient alternative methods of providing the benefits intended by the proposal. If
development of such alternatives is not practicable, the applicant should justify
why not; including reasons as to why they were rejected.

One option is to suspend Princeton Transitional Care until the new campus is complete.
However, this would remove an existing service from the community and interrupt the
care continuum needed by the existing patient population. These patients would need to
seek care elsewhere, in many cases being forced to leave their local community. This
will increase the expenses of those impacted families, but most important reduce the
continuity of care and hinder the ability of families to provide the emotional support that
patients need from them which aides in their recovery.

Another alternative is to continue to operate Princeton Transitional Care at its current
location within Quillen Rehabilitation Hospital. This option would delay improvements in
QRH that HealthSouth is finalizing to update and modernize facility infrastructure and
clinical programming space which will enhance the patients overall experience and
quality of care. If PTC is not temporarily relocated to JCMC, then the patients at QRH
will not benefit from these improvements for at least another 18 to 24 months which is
the time needed to complete the construction for PTC’s ultimate destination.
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The proposed project, or third op#gh, involves temporarily relocating Princeton
Transitional Care to Johnson City Medical Center at a cost of $21,000. Given the
proposed space at JCMC was previously used to house skilled nursing facility beds, it
will require only minimal refurbishments to accommodate PTC. The proposed project will
ensure continued provision of this service under the management of a very experienced,
large-scale provider with 123 other locations across ten states. MSHA’s and Signature
HealthCARE's commitment to the continued provision of skilled nursing care in
Washington County will ensure the community has access to this much needed, high-
quality service as a larger elder care campus is being constructed which will offer an
expanded variety of services for this population.

b. The applicant should document that consideration has been given to alternatives
to new construction, e.g., modernization or sharing arrangements. It should be
documented that superior alternatives have been implemented to the maximum
extent practicable.

The component of the project Mountain States Health Alliance has requested in this
application involves no new construction, only minor facility refurbishments. As
described previously, this alternative temporarily moves a patient population to an
appropriate care location while a more comprehensive elder care campus is being
constructed.

(lll.) CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE

1. List all existing health care providers (e.g., hospitals, nursing homes, home care
organizations, etc.), managed care organizations, alliances, and/or networks with which
the applicant currently has or plans to have contractual and/or working relationships,
e.g., transfer agreements, contractual agreements for health services.

Mountain States Health Alliance, Quillen Rehabilitation Hospital, Princeton Transitional Care
and Johnson City Medical Center will continue to work closely with other healthcare providers
in the region, including: Mountain States Health Alliance hospitals, affiliate hospitals in the
Mountain States Healthcare Network, East Tennessee State University and the James H.
Quillen College of Medicine, local nursing homes, clinics and other healthcare providers. The
East Tennessee State University affiliation calls for JCMC to provide clinical training for
medical students and residents in the areas of family medicine and psychiatric services.

2. Describe the positive and/or negative effects of the proposal on the health care system.
Please be sure to discuss any instances of duplication or competition arising from
your proposal including a description of the effect the proposal will have on the
utilization rates of existing providers in the service area of the project.

The proposed project is beneficial to the health care system and will result in no negative
effects from unnecessary duplication of services or competition. The focus of the project is to
enhance the overall post-acute care continuum in Washington County, TN by securing
experienced partners who will elevate the quality of care and expand the scope of services
available to the elderly population (i.e., assisted living and retirement living).

By leveraging existing resources, MSHA has a plan to temporarily relocate PTC'’s skilled
nursing care beds to JCMC at a minimal cost. This plan ensures the continuation of this much
needed service as enhancements are being made to the facility infrastructure and clinical
service programming at QRH as well as during the development of an expansive elder care

34



community which will bring together a variefybf needed living and care options of the elderly
within the community. The proposal will not have any negative impacts on other providers as
it is not seeking additional licensed beds. In addition, the proposal is not seeking the initiation
of any new services and will result in a much improved environment to serve the post-acute
care needs of the population.

. Provide the current and/or anticipated staffing pattern for all employees providing
patient care for the project. This can be reported using FTEs for these positions.
Additionally, please compare the clinical staff salaries in the proposal to prevailing
wage patterns in the service area as published by the Tennessee Department of Labor
& Workforce Development and/or other documented sources.

The table below depicts the current staffing pattern for Princeton Transitional Care. Following
the proposed move to Johnson City Medical Center and the initiation of Signature’s
management of the skilled nursing unit, there may be some adjustments to the skill level
profile of the staff to ensure the most efficient delivery model.

Speech/Language Therapist 2.0

Registered nurse 10.5
Licensed practical nurse 4.2
Patient care partner 8.4
Activities Coordinator 1.0

The following table includes comparisons of the clinical staff salaries associated with the 34-
bed SNF at QRH to the prevailing wage patterns as obtained by the Tennessee Society for
Healthcare Human Resources Administration (TSHHRA) survey.

Princeton Transitional Care
Salary Comparisons
2013

RN $24.97 | $19.14 | $30.81 $23.73 $18.00 $29.52

Licensed Practical Nurse $15.98 $12.53 | $19.43 $15.06 $11.25 $18.21
Patient Care Partner $11.46 $8.89 | $14.04 $11.13 $9.00 $14.76
Speech/Language Therapist $31.32 | $24.12 | $38.52 N/A $27.40 $43.84
Activities Coordinator $13.45 $10.28 | $16.62 $12.22 $8.39 $13.42

Source: Compdata Tennessee Hospital Association/TSHHRA, 2013; internal data

. Discuss the availability of and accessibility to human resources required by the
proposal, including adequate professional staff, as per the Department of Health, the
Department of Mental Health and Developmental Disabilities, and/or the Division of
Mental Retardation Services licensing requirements.

Mountain States Health Alliance recruits and retains staff by offering salary and benefit

packages appropriate for the market. Future staff additions will be the result of projected
utilization which will occur regardless of whether this project is completed.
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5. Verify that the applicant has reviewed a®l understands all licensing certification as
required by the State of Tennessee for medical/clinical staff. These include, without
limitation, regulations concerning physician supervision, credentialing, admission
privileges, quality assurance policies and programs, utilization review policies and
programs, record keeping, and staff education.

Mountain States Health Alliance and Princeton Transitional Care have reviewed and
understand all licensing certifications as required by the State of Tennessee. Mountain States
Health Alliance has policies and procedures in place governing regulations concerning
physician supervision, credentialing, admission privileges, quality assurance policies and
programs, utilization review policies and programs, record keeping, and staff education.

6. Discuss your health care institution’s participation in the training of students in the
areas of medicine, nursing, social work, etc. (e.g., internships, residencies, etc.).

Mountain States Health Alliance works extensively with local colleges and universities and is
affiliated with the James H. Quillen College of Medicine, East Tennessee State University,
located in Johnson City, Tennessee. MSHA has the largest number of medical residents in
the Tri-Cities area, and this affiliation calls for Johnson City Medical Center to provide clinical
training for medical students and residents in the areas of family medicine and psychiatric
services.

7. (a) Please verify, as applicable, that the applicant has reviewed and understands the
licensure requirements of the Department of Health, the Department of Mental
Health and Developmental Disabilities, the Division of Mental Retardation
Services, and/or any applicable Medicare requirements.

The proposed project will comply with licensure requirements of the Department of
Health, the Department of Mental Health and Developmental Disabilities, the Division of
Mental Retardation Services, and any applicable Medicare requirements.

(b) Provide the name of the entity from which the applicant has received or will
receive licensure, certification, and/or accreditation.

Licensure:

Princeton Transitional Care is licensed as a skilled nursing facility by the Board for
Licensing Health Care Facilities.

Johnson City Medical Center is licensed as a general hospital by the Board for Licensing
Health Care Facilities.

Accreditation:
Johnson City Medical Center is accredited by The Joint Commission.

(c) If an existing institution, please describe current standing with any licensing,
certifying, or accrediting agency or commission. Provide a copy of the current

license of the facility.

Both Princeton Transitional Care and Johnson City Medical Center are currently licensed
by the Board of Licensing Health Care Facilities. Copies of the licenses are located in
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the attachments [see Attachment C, Guptribution to the Orderly Development of Health
Care, 7(c)].

(d) For existing licensed providers, document that all deficiencies (if any) cited in the
last licensure certification and inspection have been addressed through an
approved plan of correction. Please include a copy of the most recent
licensure/certification inspection with an approved plan of correction.

A copy of the most recent Summary Statement of Deficiencies and the approved
Provider's Plan of Correction, is located in the attachments [see Attachment C,
Contribution to the Orderly Development of Health Care, 7(d)]..

8. Document and explain any final orders or judgments entered in any state or country by

10.

a licensing agency or court against professional licenses held by the applicant or any
entities or persons with more than a 5% ownership interest in the applicant. Such
information is to be provided for licenses regardless of whether such license is
currently held.

Mountain States Health Alliance, owner and operator of Princeton Transitional Care and
Johnson City Medical Center, has no final orders or judgments entered in any state or country
by a licensing agency or court against professional licenses held by the applicant or any
entities or persons with more than a 5% ownership interest in the applicant.

Identify and explain any final civil or criminal judgments for fraud or theft against any
person or entity with more than a 5% ownership interest in the project.

There are no final civil or criminal judgments for fraud or theft against any person or entity with
more than a 5% ownership interest in the project.

If the proposal is approved, please discuss whether the applicant will provide the
Tennessee Health Services and Development Agency and/or the reviewing agency
information concerning the number of patients treated, the number and type of
procedures performed, and other data as required.

The applicant will, if approved, continue to provide the Tennessee Health Services and

Development Agency and/or the reviewing agency information concerning the number of
patients treated the number and type of procedures performed, and other data as requested.
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PROOF OF BUBLICATION

Attach the full page of the newspaper in which the notice of intent appeared with the mast
and dateline intact or submit a publication affidavit from the newspaper as proof of the
publication of the letter of intent.

The full page of the newspaper in which the notice of intent appeared, with mast and dateline
intact, is attached.

DEVELOPMENT SCHEDULE

Tennessee Code Annotated § 68-11-1609(c) provides that a Certificate of Need is valid for a
period not to exceed three (3) years (for hospital projects) or two (2) years (for all other
projects) from the date of its issuance and after such time shall expire; provided, that the
Agency may, in granting the Certificate of Need, allow longer periods of validity for
Certificates of Need for good cause shown. Subsequent to granting the Certificate of
Need, the Agency may extend a Certificate of Need for a period upon application and good
cause shown, accompanied by a non-refundable reasonable filing fee, as prescribed by
rule. A Certificate of Need which has been extended shall expire at the end of the
extended time period. The decision whether to grant such an extension is within the sole
discretion of the Agency, and is not subject to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart on the next page. If the project
will be completed in multiple phases, please identify the anticipated completion date
for each phase.

2. If the response to the preceding question indicates that the applicant does not
anticipate completing the project within the period of validity as defined in the
preceding paragraph, please state below any request for an extended schedule and
document the “good cause” for such an extension.

Form HF0004
Revised 05/03/04

Previous Forms are obsolete
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PROJECT COMPLETION FORECAST CHART

Enter the Agency projected Initial Decision date, as published in Rule 68-11-1609(c):__12/17/2014

Assuming the CON approval becomes the final agency action on that date; indicate the number of days
from the above agency decision date to each phase of the completion forecast.

This project only involves minor refurbishments (patching and painting) and minor renovations to the
day room to ensure compliance with current regulatory statutes.

Anticipated Date
Phase DAYS (MONTH/YEAR)
REQUIRED
1. Architectural and engineering contract signed
2. Construction documents approved by the Tennessee 40
Department of Health
3. Construction contract signed
4. Building Ipermit secured
5. Site preparation completed
6. Building construction commenced
7. Construction 40% complete
8. Construction 80% complete
9. Construction 100% complete (approved for occupancy 14
10. *Issuance of license March 2015
11. *Initiation of service February 2015
12. Final Architectural Certification of Payment
13. Final Project Report Form (HF0055) 30 March 2015

* For projects that do NOT involve construction or renovation: Please complete items
10 and 11 only.

Note: If litigation occurs, the completion forecast will be adjusted at the time of the final
determination to reflect the actual issue date.
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Mountain Stategdlealth Alliance
Relocation of Princeton Transitional Care to Johnson City Medical Center Project
Certificate of Need Application Attachments

Aftachment A.3: Corporate Charter and Cettificate of Incorporation and Certificate of

Existence
Aftachment A.4: Organizational Structure
Attachment A.6. Title / Deed / Legal Interest in Site
Attachment B.I: Letter of Intent from Signature HealthCARE
Aftachment B.1Il.(A) & B.1V: Plot Plan & Floor Plans
Attachment C, Need 3: Service Area Maps

Aftachment C, Economic Feasibility 1: Construction Costs Documentation

Attachment C, Economic Feasibility 2: Letter of Available Funds

Attachment C, Economic Feasibility 10: Balance Sheet and Income Statement for
Mountain States Health Alliance: Most Recent Audited Statements — FY2012 and
FY2013

Attachment C, Contribution to the Orderly Development of Health Care, 7(c): Current
Licensure from Tennessee Department of Health and Joint Commission Accreditation

Attachment C, Contribution to the Orderly Development of Health Care, 7(d): Summary

Statement of Deficiencies and (Approved) Provider's Plan of Correction

Attachment C, Proof of Publication: Publication of Intent, Johnson City Press

Attachment: Affidavit for Application

40



60

ATTACHMENT B.I

Letter of Intent from Signature HealthCARE
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SIGNATURE HEALTHCARE CONSULTING SERVICES, LLC
12201 Bluegrass Parkway
Louisville, Kentucky 40299

> ) s Richard L. Tinsley
‘(;j}’/ paeeleere Ph: 502 568 7849 Fax: 502.259 0146
HealthCARE finsley@sigoaturchealthearelle.com
September 9, 2014
VIA EMAIJL ONLY

Mountain States Health Alliance
Altn: Grace Pereira

Re:  Non-Binding Letter of Intent
Dear Ms. Pereira:

Signature HealthCARE, LLC or its designee (“SHC”) is pleased to present to Mountain Statcs
Health Alliance (“MSHA”) our proposal fo manage a 34-bed skilled nursing unit (the “Unit”)
located within the Johnson City Medical Center located at 400 N. State of Franklin Road,
Johnson City, TN 37604. SHC is excited about the prospects of the management arrangement
and believes a satisfactory transaction can be concluded expeditiously.

This letter summarizes the major tetms and conditions upon which SHC would consider
undertaking the management of the Unit. These terms and conditions are as follows:

1. (@  SHC would manage the day-to-day operations of the Unit and in retutn would
receive a management fee of five percent (5%) of gross revenues from the
operations of the Unit.

(b)  SHC would be reimbursed for any costs or expenses it incurs in the delivery of its
management services to the Unit.

2= Completion of the transaction will be conditional, among other matters, upon:

a) execution of the definitive Management Agreement containing representations,
warranties, covenants and indemnities customary for a transaction of this type;

b) approval of all governmental agencies or authorities having jurisdiction over the
Unit, including approval of relevant Certificate of Need Boards, if any, and
consent by any lessors or financial institutions of the Unit, as may be required;

c) approval by Signature HealthCARE, LLC Exccutive Committee;
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Mountain State Health Alliance
September 3, 2014

3. Our objective is to enter into definitive agreements by October 31, 2014.

For a period of 60 days you agree to refrain from discussing, soliciting, entertaining or
accepling other offers or proposals relating to the acquisition, lease or management of the
Unit, and to cause the Unit and its affiliates, directors, employees and agents to do the
same. Each of the parties shall be responsible for the fee of its own lawyers, accountants
and other advisors and its other expenses or business losses incurred in respect of the
negotiation of consummation of the {ransactions proposed herein. None of the parties
hereto shall make any public statement with respect to the transactions proposed herein
without the consent of the other parties. Each party will hold the other harmless from any
broker’s or finder’s fees.

With the exception of the immediately preceding paragraph the provisions of which shall
be binding, this letter is a statement of our mutual intentions and is not intended to create
or result in any legally binding rights or obligations in or upon any of the parties hereto.
If the parties hereto have not entered into definitive agreements prior to October 31,
2014, this proposal shall terminate other than with respect to the provisions of this
paragraph, which provisions shall survive any such termination.

While there are many issues that will require discussion, we are confident these issues
can be resolved expediently.

If you are in agreement with the above, kindly execute and retumn a duplicale original of
this letter no later than September 11, 2014. Please contact me at your convenience 5o
that we may arrange a mutually convenient time to meet and discuss any questions or
concerns you may have about this proposal so that we may ensure that it meets your
needs. If we do not receive this letter executed by your firm by that date, the offer contained
in this letter is automatically withdrawn, null and void,

Accepted nnd agreed to this »Z 0 day of September, 2014.

Mountain States Health Alliance

%@v v

Da;q 9‘71 Q0 f 20%/\!

SIGNATURE HEALTHCARE CONSULTING SERVICES, LLC. Page 2 of 2
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ATTACHMENT B.IIL. (A) & B.IV.

1. Plot Plan

2. Floor Plans

46



64

Qi 3. ZE8

NVid 400174 QHIHL Tvilyvd

/o'w\.__AGNUS ALIigISv=3

3NIT 3SY3T LINN ANS 40

IN3LX3 SINISI43Y 3NN Q3HSYA

|

3NIT 3SY3T LINN ANS 40
IN3LX3 SIN3S3¥dI 3NN d3HSVA

| S

/

INFWALYLS 340JS 103r0dd
«...‘.’I'...T"‘
“
u'"‘a
s 1

YMIAIY NVId OL FION

34 BED SNF FOR SIGNATURE HEALTHCARE
AT JOHNSON CITY MEDICAL CENTER, JOHNSON CITY, TN

Iﬁ
8|2
a

2 (3

¢

THIRD FLOOR PLAN

SHC SHORT TERM REHAB SNF UNIT AT

JOHNSON CITY MEDICAL CENTER
JOHNSON CITY, TENNESSEE




JCMC Campus Map

Combination of survey & design jobs performed by TH&P, Inc. for MSHA
Date: 7/28/14

Scale: 17=100'
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ATTACHMENT C, NEED (3)

Service Area Maps
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ATTACHMENTS C, ECONOMIC FEASIBILITY (1)

Architect Documentation for Support of Estimated Construction Costs

48
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Construction

SERVICES, LLC

Billy Teilhet, CBET, CHSP, CHFM, LEED AP September 4, 2014
Corporate Director Biomedical Services

Mountain States Health Alliance

108 Woodlawn, Suite 200A

Johnson City, TN 37604

Re: Architects code review for proposed 34 Bed Skilled Nursing Unit at Johnson City
Medical Center 3™ floor

Dear Mr. Teilhet:

During the course of reviewing and adjusting the plans provided to us by MSHA, it is my
opinion that after some minor demolition of a few walls, the construction of one resident
toilet room, a door relocation, the addition of a new door and filling in an existing opening,
we will be able to adaptively reuse a few spaces in such a way that will render our layout in
compliance with all applicable codes (2012 IBC, and 2012 NFPA 101) for the jurisdiction
(State of Tennessee). The proposed construction associated costs of $18,000 for these
changes are reasonable in my opinion. Furthermore, the plan will contain all the requisite
elements required by the 2010 edition of the Guidelines for the design and construction of
heaithcare facilities as well as the Americans with Disabilities Act Accessibility Guidelines.

I look forward to Signature Healthcare’s partnership with Mountain States Health Alliance.
Please feel free to contact me with questions or clarifications regarding the aforementioned
project, or any other projects, as I am at your disposal.

Respectfully submitted,

/‘Mﬂ\a

James A. (Tony) Waldron, AIA
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ATTACHMENTS C, ECONOMIC FEASIBILITY (2)

1. Letter of Available Funds
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MOUNTAIN STATES
HEALTH ALLIANCE

September 10, 2014

Tennessee Health Services and Development Agency
Andrew Jackson Building, Ninth Floor

502 Deaderick Street

Nashville, TN 37243

Dear Agency Members:

This letter is to certify that Mountain States Health Alliance will use existing cash
reserves to finance the expenses related to the project to relocate Princeton
Transitional Care to Johnson City Medical Center.

Sincerely,

Lynn Krutak -

Senior Vice President/CFO

400 North State of Frankfin Road Johnson City, Tennessee 37604-6094 Telephone 423 431.8111
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ATTACHMENTS C, ECONOMIC FEASIBILITY (10)

Balance Sheet and Income Statement for Mountain States Health Alliance
1. Most Recent Audited Statements (June 30, 2013)
2. Most Recent Audited Statements (June 30, 2012)

51



MOUNTAIN STATES HEALTH ALLIANCE

Audited Consolidated Financial Statements
(and Other Information)

Years Ended June 30, 2013 and 2012

PYA

Certified Public Accountants
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MOUNTAIN STATES HEALTH ALLIANCE
Audited Consolidated Financial Statements (and Other Information)

Years Ended June 30, 2013 and 2012

Independent Auditor’s REPOTt.......eieesmsnenissassesnsraasisessanssnssssssnsses

Audited Consolidated Financial Statements

Consolidated Balance Sheets

Consolidated Statements of Operations

Consolidated Statements of Changes in Net Assets

Consolidated Statements of Cash Flows..

Notes to Consolidated Financial Statements..........cccceseo.

Other Information

Schedule of Expenditures of Federal and State Awards
Notes to Schedule of Expenditures of Federal and State Awards

Schedule of Prior Audit Findings ...

Petrformed in Accordance with Government Auditing Standards

3
5
6
8
10
44
..... 47
..... 48
Independent Auditor’s Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
: 49
Independent Auditor’s Report on Compliance with Requirements That Could Have
a Direct and Material Effect on Each Major Program and on Internal Conn'ol Over
; 51

Compliance Required by OMB Circular A-133 .....

53

Schedule of Findings and Questioned Costs



76 PERSHING YOAKLEY & ASSOCIATES, P.C.

One Cherckee Mills, 2220 Sutherland Avenve

PYA Knoxville, TN 37919
' - p: (865) 6730844 |  (865) 6730173

Certified Public Accountants www.pyapc.com

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
Mountain States Health Alliance:

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Mountain States Health
Alliance and its subsidiaries (the Alliance), which comprise the consolidated balance sheets as of
June 30, 2013 and 2012, and the related statements of operations, changes in net assets, and cash
flows for the years then ended and the related notes to the consolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant to
the preparation and fair presentation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opmlon on these tonsolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the
United States of American and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards require
that we plan and perform the audits to obtain reasonable assurance about whether the consolidated
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial
staternents, whether due to fraud or error. In making those risk assessments, the auditor considers
intemal control relevant to the Alliance’s preparation and fair presentation of the consolidated
financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Alliance’s internal control.
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Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the andit evidence we have obtained is sufficient and appropriate to prov1de abasis
for our audit opinion. ;

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial positiori of Mountain States Health Alliance and its subsidiaries as of June 30,
2013 and 2012, and the results of their operations, changes in its net assets, and cash flows for the
years then ended in accordance with accounting principles generally accepted in the United States of
America.

Other Matters

Other Information: Our audits were conducted for the purpose of forming an opinion on the
consolidated financial statements as a whole. The accompanying schedule of expenditures of federal
and state awards is presented for purposes of additional analysis as required by the U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Orgamzatzons, and is not a required part of the consolidated financial statements. Such information
is the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the consolidated financial statements. The information
has been subjected to the auditing procedures applied in the audit of the consolidated financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the consolidated financial
statements or to the consolidated financial statements themselvw, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the schedule of expenditures of federal and state awards is fairly stated in all matenal
respects in relation to the consolidated financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December
16, 2013 on our consideration of the Alliance’s internal control aver financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements,
and other matters, The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the intemal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards in considering the
Alliance’s internal control over financial reporting and compliance.

,%@M Wﬁc/

2

Knoxville, Tennessee
December 16, 2013
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MOUNTAIN STATES HEALTH ALLIANCE

Consalidﬁtéd- BM Sheets

* (Dollars in Thousands)
June 30,
2013 2012
ASSETS
CURRENT ASSETS
Cash and cash equivalents 74902 $ 65,107
Current portion of investments - Note C 20,386 36,557
Patient accounts receivable, less estimated allowances
for uncollectible accounts of $49,449 in 2013 and
$52,696 in 2012 164,187 147,466
Other receivables, net 33,468 30,190
Inventories and prepaid expenses 31,073 28,810
TOTAL CURRENT ASSETS 324,016 308,130
INVESTMENTS, less amounts required ;
to meet current obligations 601,352 560,697
PROPERTY, PLANT AND EQUIPMENT, net 884,293 853,625
OTHER ASSETS
Goodwill 154,391 154,391
Net deferred financing, acquisition costs and
other charges 28,480 28,187
Other assets 46,544 39,975
TOTAL OTHER ASSETS 229415 222,553
2,039,076 $ 1,945,005

3
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June 30,
M= 2013 2012
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accrued interest payable $ 19,706 $ 18,525
Current portion of long-term debt and capital lease
obligations 34,417 32,477
Current portion of estimated fair value of derivatives
-Note D - 10,395
Accounts payable and accrued expenses 94,302 108,870
Accrued salaries, compensated absences and amounts
withheld : - 63,665 55,589
Estimated amounts due to third-party payors, net 26,775 22,018
| TOTAL CURRENT LIABILITIES 238,865 247,874
OTHER LIABILITIES
Long-term debt and capital lease obligations, less
current portion 1,090,348 1,048,098
Estimated fair value of derivatives, less current portion 8,185 8,986
Deferred revenue 2,216 3,134
Estimated professional liability self-insurance 8,758 9,344
Other long-term liabilities 17,721 16,822
TOTAL LIABILITIES 1,366,093 1,334,258
COMMITMENTS AND CONTINGENCIES -
Notes D, F, G, and N
NET ASSETS
Unrestricted net assets
Mountain States Health Alliance 490,414 436,388
Noncontrolling interests in subsidiaries 169,614 162,959
TOTAL UNRESTRICTED NET ASSETS 660,028 599,347
Temporarily restricted net assets
Mountain States Health Alliance 12,776 11,223
Noncontrolling interests in subsidiaries 52 50
TOTAL TEMPORARITLY
RESTRICTED NET ASSETS 12,828 11,273
Permanently restricted net assets 127 127
TOTAL NET ASSETS 672,983 610,747
$ 2039076 $ 1,945,005

See notes to consolidated financial statements.
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MOUNTAIN STATES HEALTH ALLIANCE

S SRRy —

Consolidated Statements of Operations
(Dollars in Thousands)
Year Ended June 30,
2013 2012
Revenue, gains and support:
Patient service revenue, net of contractual allowances
and discounts $ 1045245 $§ 1,075,050
Provision for bad debts (112,497) (122,917)
i Net patient service revenue 932,748 952,133
Premium revenue 1,003 -
' Net investment gain 40,980 9,734
Net derivative gain 7,118 1,317
; Other revenue, gains and support 77,455 50,643
i TOTAL REVENUE, GAINS AND SUPPORT 1,059,304 1,013,827
f Expenses:
: Salaries and wages 355,590 358,607
: Physician salaries and wages 74,258 65,706
% Contract labor 3,942 6375
Employee benefits 74,590 69,600
| Fees 105,891 97,959
: Supplies 162,955 170,186
Utilities 16,857 17,289
Medical costs 1,039 -
" Other 80,211 76,285
Loss on early extinguishment of debt - Note F - 2,636
Depreciation 78,941 73,060
Amortization 2,260 : 2,245
Interest and taxes 43,203 45,903
TOTAL EXPENSES 999,737 985,851

EXCESS OF REVENUE, GAINS AND SUPPORT
' OVER EXPENSES AND LOSSES $§ 59,567 $ 27,976

¢ See nofes to consolidated financial statements. , 5
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Changes in Net Assets

(Dollars in Thousands)
Year Ended June 30, 2013
Mountain States Nonconirolling
Health Alliance Interests Total

UNRESTRICTED NET ASSETS:

Excess of Revenue, Gains and Support

over Expenses and Losses $ 52,692 $ 6875 $ 59,567
Pension and other defined benefit plan adjustments (172) amn) (343)
Net assets released from restrictions used for the
purchase of property, plant and equipment 1,506 - 1,506
Distributions to noncontrolling interests = (49) 49
INCREASE IN UNRESTRICTED
NET ASSETS 54,026 6,655 60,681

TEMPORARILY RESTRICTED NET ASSETS:.

Restricted grants and contributions 4,969 21 4,990

Net assets released from restrictions (3,416) (19) (3,435)

INCREASE IN TEMPORARILY
RESTRICTED NET ASSETS 1,553 2 1,555
INCREASE IN TOTAL NET ASSETS 55,579 6,657 62,236
NET ASSETS, BEGINNING OF YEAR 447,738 163,009 610,747

NET ASSETS, END OF YEAR _§.

503,317 $

169,666 $ 672,983
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Changes in Net Assets - Continued

(Dollars in Thousands)
Year Ended June 30, 2012
Mountain States Nommblliug
Health Alliance Imterests Total
UNRESTRICTED NET ASSETS:
Excess (Deficit) of Revenue, Gains and Support
over Expenses and Losses $ 31,702 § 3,726) $ 27,976
Pension and other defined benefit plan adjustments (1,119) (1,115) (2,234)
Net assets released from restrictions used for the
purchase of property, plant and equipment 1,550 - 1,550
Distributions to noncontrolling interests E - (329) (324)
Repurchases of noncontrolling interests 3,860 (3,860) -
INCREASE (DECREASE) IN
'UNRESTRICTED NET ASSETS 35,993 (9,025) 26,968
TEMPORARILY RESTRICTED NET ASSETS:
Restricted grants and contributions 3,860 39 3,899
Net assets released from restrictions (3,352) (46) (3,398)
INCREASE (DECREASE) IN TEMPORARILY '
RESTRICTED NET ASSETS 508 ()] 501
INCREASE (DECREASE) IN
TOTAL NET ASSETS 36,501 (9,032) 27,469
NET ASSETS, BEGINNING OF YEAR 411,237 172,041 583,278
NET ASSETS, END OF YEAR § - 447,738 § 163,009 § 610,747

See notes to consolidated financial statements. ' 7
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MOUNTAIN STATES HEALTH ALLIANCE

Consolidated Statements of Cashk Flows

(Dollars in Thousands) .
Year Ended June 30,
2013 2012
CASH FLOWS FROM OPERATING ACTIVITIES:
Increase in net assets s 62,236 $ 27,469
Adjustments to reconcile increase in net assets to
net cash provided by operating activities:
Provision for depreciation and amortization 81,786 75,777
Provision for bad debts 112,497 122917
Loss on early extinguishment of debt 2,636
Change in estimated fair value of derivatives (457) 6,198
Equity in net income of joint ventures, net (636) ©79)
Loss (gain) on disposal of assets (1)) 446
Amounts received on interest rate swap settlements (6,661) (7,515)
Gain on escrow restructuring - Note F (13,847) (5,337
Gain on swap settlement - Note D (3,020) -
Income recognized through forward sale agreements - (864)
Gain on termination of swaption and forward sale
agreements - Note D - (7,766)
Capital Appreciation Bond accretion and other 3,910 3,159
Restricted contributions (4,990) (3,399)
Pension and other defined benefit plan adjustments 343 2,234
Increase (decrease) in cash due to change in:
Patient accounts receivable (129,218) (138,996)
Other receivables, net (3,192) (3,501)
Inventories and prepaid expenses (2,263) 155
Trading securities (17,845) 107,593
Other assets 1,073) (2,733)
Accrued interest payable 1,181 (1,522)
Accounts payable and accrued expenses (20,263) 4,131
Accrued salaries, compensated absences and
amounts withheld 8,076 (2,211)
Estimated amounts due to third-party payers, net 4,757 3,247
Other long-term liabilities 556 236
Estimated professional liability self-insurance (586) (348)
Total adjustments 9,054 153,058
NET CASH PROVIDED BY OPERATING ACTIVITIES 71,290 180,527
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property, plant and equipment : (105,751) (132,890)
Purchases of land held for expansion . (5,769) -
Additions to goodwill - (5,725)
Purchases of held-to-maturity securities (8,722) 9,516)
Net distribution from joint ventures and unconsolidated affiliates 732 - 882
Proceeds from sale of property, plant and equipment 335 1,881
NET CASH USED IN INVESTING ACTIVITIES (119,175) (145,368)

i
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Year Ended June 30,
2013 2012
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments on long-term debt and capital lease obligations,
including deposits to escrow (75,066) (71,997
Payment of acquisition and financing costs 2314) 2,742)
Proceeds from issuance of long-term debt and other
financing arrangements 117,085 . 67,451
Payment on termination of derivative agreements - Note D (7,375) (93,353)
Gain on escrow restructuring - Note F 13,847 5,337
Net amounts received on interest rate swap settlements 6,661 7,515
Restricted contributions received 4,842 4,969
NET CASH PROVIDED BY (USED IN)
_ FINANCING ACTIVITIES 57,680 (82,820)
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS 9,795 (47,661)
CASH AND CASH EQUIVALENTS, beginning of year 65,107 112,768
CASH AND CASH EQUIVALENTS, end of year § 74,902 65,107
SUPPLEMENTAL INFORMATION AND NON-CASH TRANSACTIONS:
Cash paid for interest $ 37,023 41,168
Cash paid for federal and state income taxes : $ 616 336
Construction related payables in accounts payable
and accrued expenses $ 11,598 - 6,821
Property acquired through capital lease arrangement S - 13,959
Payable on termination of forward sale agreements in accounts
payable and accrued expenses b - 13,429
Land held for expansion placed in use $ - 1,610

During the year ended June 30, 2012, the Alliance refinanced previously issued debt of $174,547.

See notes to consolidated financial statements.
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements
(Dollars in Thousands)

Years Ended 2013 and 2012
NOTE A—-ORGANIZATION AND OPERATIONS

Mountain States Health Alliance (the Alliance) is a tax-exempt entity with operations primarily
located in Washington, Sullivan, and Carter counties of Tennessee and Smyth, Wise, Dickenson,
Russell and Washington counties of Virginia. The initial funds for the establishment of the Alliance
in 1945 were provided by individuals and various institutions.

The primary operations of the Alliance consist of ten acute and specialty care hospitals, as follows:

Johnson City Medical Center (JCMC) - licensed for 658 beds

Indian Path Medical Center (IPMC) - licensed for 261 beds

Smyth County Community Hospital (SCCH) - licensed for 153 beds
Norton Community Hospital (NCH) - licensed for 129 beds
Sycamore Shoals Hospital (SSH) - licensed for 121 beds

Johnston Memorial Hospital (JMH) - licensed for 116 beds

Franklin Woods Community Hospital (FWCH) - licensed for 80 beds
Russell County Medical Center (RCMC) - licensed for 78 beds
Dickenson Community Hospital (DCH) - licensed for 25 beds
Johnson County Community Hospital (JCCH) - licensed for 2 beds

The Alliance has a 50.1% interest in JMH. JMH is also the sole member of Abingdon Physician
Partners (APP), a non-taxable corporation that owns and manages physician practices.- ;

The Alliance has a 50.1% interest in NCH. NCH is also the sole member or shareholder of DCH and
Norton Community Physician Services, LLC (NCPS), a taxable corporation that consists of
physician practices and a pharmacy and Community Home Care (CHC), a taxable corporation that
provides home medical equipment.

The Alliance has an 80% interest in SCCH. SCCH is the sole shareholder of Southwest Community
Health Services, Inc. (SWCH), a taxable entity that operates a pharmacy and provides other health
services.

The activities and accounts of IMH, NCH and SCCH are included in the accompanying consolidated
financial statements.

The Alliance is the sole shareholder of Blue Ridge Medical Management Corporation (BRMM), a
for-profit entity that owns and manages physician practices and provides other healthcare services to
patients in Tennessee and Virginia. BRMM also operates as a medical office real estate developer by
owning, selling and leasing real estate to physician practices and other entities. BRMM is either the
sole shareholder, a significant shareholder, or member of the following consolidated organizations:

10
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended 2013 and 2012
NOTE A~ORGANIZATION AND OPERATIONS - Continued

Moniain States Physician Group, Inc. (MSPG): A company that contracts with physicians to
provide services to BRMM physician practices.

Mountain States Properties, Inc. (MSPI): An entity that owns and manages certain real estate
(primarily medical office buildings) and provides rehabilitation and fitness services.

Mediserve Medical Equipment of . Kingsport, Inc. (Mediserve): A company that provides durable
medical equipment services.

Kingsport Ambulatory Surgery Center (KASC) (d.b.a. Kingsport Day Surgery): A joint venture
operating as an outpatient surgery center which perfomms procedures primarily in otolaryngology,
orthopedics, ophthalmology, and general surgery. BRMM has a 43% ownership of KASC and
maintains control over KASC through a management agreement. The accounts and activities of
KASC are included in the accompanying consolidated financial statements.

Piney Flats Urgent Care (PFUC): A for-profit entity that provides urgent care patient services.
BRMM has a 75% ownership of PFUC. The accounts and activities of PFUC are included in the
accompanying consolidated financial statements. :

Wilson Pharmacy, Inc. (Wilson): In August 2012, BRMM acquired Wilson, a company that owns
and operates retail pharmacies. BRMM purchased 100% of the total issued and outstandmg
capital stock of Wilson for $8,114 and recognized goodwill of $5,725.

The Alliance is the primary beneficiary of the activities of Mountain States Foundation, Inc. (MSF),
a not-for-profit foundation formed to coordinate fundraising and development activities of the
Alliance. The Alliance is also the beneficiary of the Mountain States Health Alliance Auxiliary
(Auxiliary), a not-for-profit organization formed to coordinate volunteer activities of the Alliance. .
The activities and accounts of MSF and the Auxiliary are included in the accompanying consolidated
financial statements.

The Alliance is a 99.6% shareholder of Integrated Solutions Health Network, LLC (ISHN). The
primary function of ISHN is to establish, operate and administer a provider-sponsored health care
delivery network. ISHN is the sole shareholder of the following subsidiaries:

CrestPoint Health Insurance Company (CHIC): A for-profit insurance company licensed in the
State of Tennessee which provides network access and administration and third-party Médicare
administrator services. During 2013, CHIC entered into a risk-based contract with the Center for
Medicare & Medicaid Services (CMS) to provide or arrange for the provision of healthcare

11
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended 2013 and 2012
NOTE A—ORGANIZATION AND OPERATIONS - Continued .

services to senior citizens who have Medicare Part A, Medicare Part B and Medicare Part D
entitlements.

AnewCare Collaborative (AnewCare): A for-profit accountable care organization which began
participating in the CMS’s Medicare Shared Savings Program (MSSP) in July 2012.

NOTE B--SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The accompanying consolidated financial statements include the
accounts of the Alliance and its subsidiaries after elimination of all significant intercompany
accounts and transactions.

Noncontrolling Interests in Subsidiaries: The Alliance’s accompanying consolidated financial
statements include all assets, liabilities, revenues, expenses, and changes in net assets, including
amounts attributable to the noncontrolling interests. Noncontrolling interests represent the portion of
equity (net assets) in a subsidiary not attributable, directly or indirectly, to the Alliance. For the years
ending June 30, 2013 and 2012, the Alliance attributed an Excess (Deficit) of Revenue, Gains and
Support over Expenses and Losses of $6,875 and ($3,726), respectively, to the noncontrolling
interests in JMH, NCH, SCCH, KASC, PFUC and ISHN based on the noncontrolling interests’
respective ownership percentage.

Use of Estimates: The preparation of the consolidated financial statements in conformity with
accounting principles generally accepted in the United States of America requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities as of the date of the consolidated financial statements.
Estimates also affect the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from these estimates.

Cash and Cash Equivalents: Cash and cash equivalents include all highly liquid investments with a
maturity of three months or less when purchased. Cash and cash equivalents designated as assets
limited as to use or uninvested amounts included in investment portfolios are not included as cash
and cash equivalents on the Consolidated Balance Sheets.

Investments: Investments as reported in the Consolidated Balance Sheets include trading securities
and held-to-maturity securities (Note C). The Financial Accounting Standards Board (FASB)
Accounting Standards Codification (ASC) 958-320, Investments — Debt and Equity Securities,
allows not-for-profit organizations to report in a manner similar to business entities by identifying
securities as available-for-sale or held-to-maturity and to exclude the unrealized gains and losses on

12
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended 2013 and 2012 _
INOTE B-SIGNIFICANT ACCOUNTING POLICIES - Continued

those securities from the Performance Indicator (as defined below). Investments which the Alliance
has the positive intent and ability to hold to maturity are considered as held-to-maturity.
Substantially all other investments are considered as trading securities.

On June 30, 2013, the Alliance determined that it no longer intended to hold certain of its held-to-
maturity investment portfolios to maturity and reclassified investments with an amortized cost of
$161,929 into the trading designation. As a result, the Alliance recognized net unrealized gains of
approximately $8,255 in the accompanying 2013 Consolidated Statement of Operations. The
investments that remain designated as held-to-maturity are limited as to use under a safekeeping
agreement or are otherwise unavailable for disposition.

Management annually evaluates investments designated as held-to-maturity and recognizes any
“other-than-temporary” losses as deductions from the Performarce Indicator (as defined below).
Management’s evaluation considers the amount of decline in fair value, as well as the time period of
any such decline. Management does not believe any investment classified as held-to-maturity is
other-than-temporarily impaired at June 30, 2013.

Within the trading securities portfolio, all debt securities and marketable equity securities with
readily determinable fair values are reported at fair value based on quoted market prices. Investments
without readily determinable fair values are reported at estimated fair market value pursuant to
FASB ASC 825, Financial Instruments.

Realized gains and losses are computed using the specific identification method for cost
determination. Interest and dividend income is reported net of related investment fees.

Investments in joint ventures are generally reported under the equity method of accounting, which
approximates the Alliance’s equity in the underlying net book value, unless the ownership structure
requires consolidation. Other assets include investments in joint ventures of $2,057 and $2,153 at
June 30,2013 and 2012, respectively. Subsequent to June 30,2013, the Alliance liquidated a portion
of its investment in one joint venture (Note S).

Inventories: Inventories, consisting primarily of medical supplies, are stated at the lower of cost or
market.

Property, Plant and Equipment: Property, plant and equipment is stated on the basis of cost, or if
donated, at the fair value at the date of gift. Generally, depreciation is computed by the straight-line
method over the estimated useful life of the asset. Equipment held under capital lease obligations is

73
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended 2013 and 2012
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

amortized under the straight-line method over the shorter of the lease term or estimated useful life..
Amortization of buildings and eqmpment held under capital leases is shown as a part of depreciation
expense and accumulated depreciation in the accompanying consolidated financial statements.
Renewals and betterments are capitalized and depreciated over their useful life, whereas costs of
maintenance and repairs are expensed as incurred.

Interest costs incurred on borrowed funds during the period of construction of capital assets is
capitalized as a component of the cost of acquiring those assets. The amount capitalized is net of
investment earnings on assets limited as to use derived from borrowings designated for capital assets.

The Alliance reviews capital assets for indications of potential impairment when there are changes in
circumstances related to a specific asset. If this review indicates that the carrying value of these
assets may not be recoverable, the Alliance estimates future cash flows from operations and the
eventual disposition of such assets. If the sum of these undiscounted future cash flows is less than
the carrymg amount of the asset, a write-down to estimated fair value is recorded. The Alliance did
not recognize any impairment losses during 2013 and 2012.

Other assets include property held for resale and property held for expansion of $20,220 and
$14,451, respectively, at June 30, 2013 and 2012. Property held for resale and property held for
expansion primarily represent land contributed to, or purchased by, the Alliance plus costs incurred
to develop the infrastructure of such land. Management annually evaluates its investment and
records non-temporary declines in value when it is determined the ultimate net realizable value is
less than the recorded amount. No such declines were identified in 2013 and 2012.

Goodwill: Goodwill represents the difference between the acquisition cost of assets and the
estimated fair value of net tangible and any separately identified intangible assets. In accordance
with ASC 350, Intangibles — Goodwill and Other, goodwill is evaluated for impairment at least
annually. The reporting unit for evaluation of the majority of the Alliance’s goodwill is the
aggregate acute-care operations. Management performed an evaluation of goodwill for impairment
considering qualitative and quantitative factors and does not believe it is more likely than not that
goodwill associated with any of its reporting units is impaired as of June 30, 2013.

Deferred Financing, Acquisition Costs and Other Charges: ~Other assets, including deferred
financing, acquisition costs and other charges, total $28,480 and $28,187 at June 30,2013 and 2012,
respectively. Deferred financing costs are amortized over the life of the respective bond issue
principally using the average bonds outstanding method. Other intangible assets include licenses and
similar assets and are being amortized over the intangible’s estimated useful life under the straight-
line method. .

4
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended 2013 and 2012
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

Prior to 2009, the Alliance routinely financed interest rate swap and other derivative transaction
issuance costs through modification of future settlement terms. As such, the unamortized issuance
costs of these derivatives are included as deferred financing costs in the accompanying Consolidated
Balance Sheets and are being amortized over the term of the respective derivative instrument. The
unpaid issuance costs are included as a part of the estimated fair value of derivatives in the
accompanying Consolidated Balance Sheets. Subsequent to 2009, interest rate swap and derivative
transaction issuance costs were expensed as incurred.

Derivative Financial Instruments: As further described in Note D, the Alliance is a party to various
interest rate swaps. These financial instruments are not designated as hedges and have been
presented at estimated fair market value in the accompanymg Consolidated Balance Sheets as either
current or long-term liabilities, based upon the remaining term of the instrument. Changes in the
estimated fair value of these derivatives are included in the Consolidated Statements of Operations as
part of net derivative gain.

Estimated Professional Liability Self-Insurance and Other Long-Term Liabilities: Self-insurance
liabilities include estimated reserves for reported and unreported professional liability claims (Note
G) and are recorded at the estimated net present value of such claims. Other long-term liabilities
include contributions payable and obligations under deferred compensation arrangements, a defined
benefit pension plan, a post-retirement employee benefit plan as well as other liabilities which
management estimates are not payable within one year. )

Net Patient Service Revenue/Receivables: Net patient service revenue is reported on the accrual
basis in the period in which services are provided at the estimated net realizable amounts, including
estimated retroactive adjustments under reimbursement agreements with third-party payers.
Retroactive adjustrnents are accrued on an estimated basis in the period the related services are
rendered and adjusted in future periods as final settlements are determined. The Alliance’s revenue
recognition policies related to self-pay and other types of payers emphasize revenue recognition only
when collections are reasonably assured.

Patient accounts receivable are reported net of both an estimated allowance for uncollectible
accounts and an estimated allowance for contractual adjustments. The contractual allowance
represents the difference between established billing rates and estimated reimbursement from
Medlcare, Medicaid, TennCare and other third-party payment programs. Current operations include
a provision for bad debts in the Consolidated Statements of Operatlons estimated based upon the age
of the patient accounts receivable, historical writeoffs and recoveries and any unusual circumstances
(such as local, regional or national economic conditions) which affect the collectlblhty of
receivables, including management’s assumptions about conditions it expects to exist and courses of
action it expects to take. Additions to the allowance for uncollectible accounts result from the

15
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended 2013 and 2012
NOTE B--SIGNIFICANT ACCOUNTING POLICIES - Continued

provision for bad debts. Patient accounts written off as uncollectible are deducted from the
allowance for uncollectible accounts.

For uninsured patients that do not qualify for charity care, the Alliance recognizes revenue on the
basis of discounted rates under the Alliance’s self-pay patient policy. Under the policy, a patient who
has no insurance and is ineligible for any government assistance program has his or her bill reduced
to the amount which generally would be billed to a commercially insured patient.

The Alliance’s policy does not require collateral or other security for patient accounts receivable.
The Alliance routinely accepts assignment of, or is otherwise entitled to receive, patient benefits
payable under health insurance programs, plans or policies. '

Charity Care: The Alliance accepts all patients regardless of their ability to pay. A patient is
classified as a charity patient by reference to certain established policies of the Alliance and various
guidelines outlined by the Federal Government. These policies define charity as those services for
which no payment is anticipated and, as such, charges at established rates are not included in net
patient service revenue. The estimated direct and indirect cost of providing these services totaled
approximately $24,354 and $24,709 in 2013 and 2012, respectively. Such costs are determined
using a ratio of cost to charges analysis with indirect cost allocated.

In addition to the charity care services described above, the Alliance provides a number of other
services to benefit the poor for which little or no payment is received. Medicare, Medicaid,
TennCare and State indigent programs do not cover the full cost of providing care to beneficiaries of
those programs. The Alliance also provides setvices to the community at large for which it receives
little or no payment.

Excess (Deficit) of Revenue, Gains and Support Over Expenses and Losses: The Consolidated
Statements of Operations and the Consolidated Statements of Changes in Net Assets includes the
caption Excess (Deficit) of Revenue, Gains and Support Over Expenses and Losses (the Performance
Indicator). Changes in unrestricted net assets which are excluded from the Performance Indicator,
consistent with industry practice, include contributions of long-lived assets or amounts restricted to
the purchase of long-lived assets, certain pension and related adjustments, and transactions with
nonconfrolling interests.

Income Taxes: The Alliance is classified as an organization exempt from income taxes under-
Section 501(c)(3) of the Intemal Revenue Code. As such, no provision for income taxes has been
made in the accompanying consolidated financial statements for the Alliance and its tax-exempt
subsidiaries. Taxable entities account for income taxes in accordance with FASB ASC 740, Income
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Taxes (Note L). The Alliance has no significant uncertain tax positions at June 30, 2013 and 2012.
At June 30, 2013, tax returns for 2009 through 2013 are subject to examination by the Internal
Revenue Service.

Temporarily and Permanently Restricted Net Assets: Temporarily restricted net assets are those
whose use has been limited by donors to a specific time period or purpose. When a donor or time
restriction expires; that is, when a stipulated time restriction ends or purpose restriction is fulfilled,
temporarily restricted net assets are reclassified as unrestricted net assets and reported in the
Consolidated Statements of Operations and Changes in Net Assets as net assets released from
restrictions. The Alliance’s policy is to net contribution and grantrevenues against related expenses
and present such amounts as a part of other revenue, gains and support in the Consolidated
Statements of Operations. Permanently restricted net assets have been restricted by donors to be
maintained by theAlliance in perpetuity.

Premium Revenue: Premiums earned include premiums from individuals and Medicare. Medicare
revenue includes premiums based on predetermined prepaid rates under Medicare risk contracts.
Premiums are recognized in the month in which the members are entitled to health care services.
Premiums collected in advance are deferred and recorded as unearned premium revenue. Premium
deficiency losses are recognized when it is probable that expected future claim expenses will exceed
future premiums on existing contracts. CHIC evaluated the need for a premium deficiency reserve
and recorded an estimated reserve of $1,500 at June 30, 2013.

Medicare Shared Savings Program (MSSP): AnewCare, an Accountable Care Organization (ACO),
participates in CMS’s Medicare Shared Savings Program which is designed to facilitate coordination
and cooperation among providers to improve the quality of care for Medicare beneficiaries and
reduce unnecessary costs. ACOs participating in the program are assigned beneficiaries by CMS and
are entitled to share in the savings if they are able to lower growth in Medicare Parts A and B fee-for-
service costs while meeting performance standards on quality of care. The program is based on
performance periods, the first of which specific to AnewCare is the period of July 2012 to December
2013. Utilizing statistical data and the methodology employed by CMS, AnewCare has estimated
and recognized $2,644 of net shared savings through June 30, 2013. Variability is inherent in the
estimation methodology and due to uncertainties in the estimation; it is probable that management’s
estimates of shared savings, if any, will change by the end of the performance period, and such
change could be significant.

Electronic Health Record Incentives: The American Recovery and Reinvestment Act of 2009
(ARRA) provides for incentive payments under the Medicare and Medicaid programs for certain
hospitals and physmlan practices that demonstrate meaningful use of certified electronic health
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record (EHR) technology. The incentive payments are calculated based upon estimated discharges,
charity care and other input data and are predicated upon the Alliance’s attainment of program and
attestation criteria and are subject to regulatory audit. During the years ending June 30, 2013 and
2012, the Alliance recognized EHR incentive revenues of $22,474 and $4,894, respectively,
comprised of $17,340 of Medicare revenues in 2013 and $5,134 and $4,894 of Medicaid revenues in
2013 and 2012, respectively. EHR incentive revenues are included in other revenue, gains and
support in the accompanying Consolidated Statements of Operations.

The Alliance incurs both capital expenditures and operating expenses in connection with the
implementation of its various EHR initiatives, The amount and timing of these expenditures does not
directly correlate with the timing of the Alliance’s receipt or recognition of the EHR incentive
payments.

Medical Costs: The cost of health care services is recognized in the period in which services are
provided. Medical costs include an estimate of the cost of services provided to CHIC members by
third-party providers, which have been incurred but not provided to CHIC. The estimate for incurred
but not reported claims is based on actuarial projections of costs using historical paid claims and
industry data. Due to uncertainties in the estimation, it is at least reasonably possible that
management’s estimates of incurred but not reported claims will change in 2014, although the
amount of the change cannot be estimated.

Fair Value Measurement: The Alliance had previously adopted FASB ASC 820, Fair Value
Measurements and Disclosures, which defines fair value, establishes a framework for measuring fair
value utider generally accepted accounting principles and expands disclosures about fair value
measurements. . :

Subsequent Events: The Alliance evaluated all events or transactions that occurred after June 30,
2013, through December 16, 2013, the date the consolidated financial statements were available to
be issued. During this period management did not note any material recognizable subsequent events
that required recognition or disclosure in the June 30, 2013 consolidated financial statements, other
than as discussed in Note S.

Reclassifications: Certain 2012 amounts have been reclassified to conform with the 2013
presentation in the accompanying consolidated financial statements. Prior to 2013, the Alliance
classified only those activities directly associated with its mission of providing healthcare services,
as well as other activities deemed significant to its operations, as operating activities. In 2013, the
Alliance no longer presents an intermediate measure of operating income (loss) and the 2012
Consolidated Statement of Operations has been reformatted to be consistent with this presentation.
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NOTE C-INVESTMENTS

Assets limited as to use are summarized by designation or restriction as follows at June 30:

Designated or restricted:
Under safekeeping agreements and other
By Board for capital improvements
" Under bond indenture agreements:
For debt service and interest payments
For capital acquisitions

Less: amount required to meet current obligations

Assets limited as to use consist of the following at June 30:

Cash, cash equivalents and money market funds
U.S. Government securities

U.S. Agency securities

Corporate and foreign bonds

Municipal obligations

Trading securities consist of the following at June 30:

Cash, cash equivalents and money market funds
U.S. Government securities

U.S. Agency securities

Corporate and foreign bonds

Municipal obligations

Preferred and asset backed securities

U.S. equity securities

Mutual funds

Other

2013 2012
10,350 24,02
. 4
60,823 77,602
36,989 29,578
108,162 131,210
(20,386) (36,557)
87,776 94,653
2013 2012
57,190 80,304
11,164 8,582
30,407 40,398
7,530 <
1,871 1,926
108,162 131,210
2013 2012
9,488 5,186
18,481 10,697
19,620 26,165
172,350 52,581
17,749 961
3,491 11,183
10,944 28,344
186,028 141,968
37,353 34,880
311,965

475,504
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NOTE C--INVESTMENTS - Continued

Held-to-maturity securities (other than assets limited as to use) are carried at amortized cost and
consist of the following at June 30: .

2013 2012
Cash, cash equivalents and money market funds $ 75 § 298
Corporate and foreign bonds 33,060 138,232
Municipal obligations 4,937 15,549

$ 38072 § 154,079

Held-to-maturity securities had gross unrealized gains and losses of $15 and $1,421, respectively, at
June 30,2013 and $11,432 and $33, respectively at June 30, 2012. At June 30, 2013 and 2012, the
Alliance held no securities within the held-to-maturity portfolio which had been at an unrealized loss
position for over one year. At June 30, 2013, the contractual maturities of held-to-maturity securities
were $2,702 due in one year or less, $17,923 due from one to five years and $17,447 due after five
years. At June 30, 2012, the contractual maturities of held-to-maturity securities were $11,225 due in
one year or less, $67,532 due from one to five years and $75,322 due after five years.

The net investment gain is comprised of the following for the years ending June 30:

2013 2012
Interest and dividend iricome, net of fees $ 13,881 $ 15,213
Net realized (losses) gains on the sale of securities 3,074 (2,595)
Change in net unrealized gains on securities 24,025 (2,884)
$ 40,980 $ 9,734

At June 30, 2013 and 2012, the Alliance held investments in certain limited partnerships and hedge
funds with a recorded value of $37,353 and $34,880, respectively, that have a wide range of
investment strategies with various levels of risk. These funds are included within trading securities
and do not have readily determinable fair values. The funds are reported at estimated fair market
value pursuant to FASB ASC 825, Financial Instruments. :

NOTE D-DERIVATIVE TRANSACTIONS
The Alliance is a party to a number of derivative transactions. These derivatives have not been

designated as hedges and are valued at estimated fair value in the accompanying Consolidated
Balance Sheets. Management’s primary objective in holding such derivatives is to introduce a
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variable rate component into its fixed rate debt structure. Under the terms of these agreements,
changes in the interest rate environment could have a significant effect on the Alliance. Deferred
financing and acquisition costs, net of amortization, include $5,791 and $6,135 at June 30,2013 and
2012, respectively, related to these swaps.

These derivative agreements require that the Alliance post additional collateral for the derivatives’
fair market value deficits above specified levels. As of June 30,2013, the Alliance was not required
to post additional collateral. Such investments totaling $13,809 are included as assets limited as to
use in the accompanying 2012 Consolidated Balance Sheet.

The following is a summary of the interest rate swap agreements at June 30, 2013 and 2012:

Noftional Payments by: Estimated Fair Value
Amount Term Counterparty Receive Pay 2013 2012
$ 170,000 4/2008-4/2026 Bank of 1.27% 7/2012-4/2013 0.00% $ 3,895 §$ 3,500
America, Merrill 1.07% 5/2013-6/2013
-Lynch
95,000 4/2008-4/2026 Bankof . 1.27% 7/2012-4/2013 0.00% 2,205 1,983
America, Merill 1.08% 5/2013-6/2013
Lynch
173,030 4/2008-4/2034 Bank of 1.32% 7/2012-4/2013 0.00% 710) (513)
America, Memill 1.12% 5/2013-6/2013
Lynck
§2,055 12/2007-7/2033 Bank of 67% USD-LIBOR- 0.312% + 9.322) (9,520)
America, Merrill BBA USD-SIFMA
Lynch
50,000 2/2008-7/2038 Bank of 67% (USD-LIBOR- USD-SIFMA 4,218) (3,895)
America, Merill  BBA +0.15%)
Lynch
21,400 7/2007-7/2015 Bank of 1.05% + 4.50% 35 (320)
America, Merrill USD-SIFMA
Lynch :
5524  Various Various Various Various (70) 221)

$ (8,185) $ (8,986)
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The terms of five of these agreements were modified without settlement during 2013. No gain or
loss was realized as a result of thie modifications although such modifications did impact the
estimated fair value of the interest rate swaps as of June 30, 2013.

The net investment derivative gain is comprised of the following for the years ending June 30:

2013 2012
Settlement income and other $ 6,661 $ 7,515
Change in estimated fair value _ . -/ S (6,198)
$ 7, 118 $ 1,317

These fair values are based on the estimated amount the Alliance would receive, or be required to
pay, to enter into equivalent agreements at the valuation date and include an estimated credit value
adjustment. The fair value of various derivatives are netted on the Consolidated Balance Sheets
based on management’s evaluation of the settlement provisions in the master contract. Gross
positions of these derivatives are indicated in the table above. Due to the nature of these financial
instruments, such estimates of fair value are subject to significant change in the near term.

The Alliance was previously a party to a total return swap with Lehman Brothers as the counterparty.
Lehman Brothers filed for bankruptcy in September 2008. The Alliance subsequently received
notification from Lehman Brothers Special Financing, Inc. indicating the intent of the counterparty to
terminate this agreement effective January 1, 2009. The Alliance and Lehman Brothers Special
Financing, Inc. were unable to reach a settlement agreement at the time the swap was terminated. An
estimated liability related to the agreement of $10,395 was recognized by the Alliance at June 30,
2012. In addition, a third party held investments with a fair market value of approximately $13,809,
at June 30, 2012, as collateral. In 2013, the parties reached a settlement agreement and in full
settlement of the liability, the Alliance paid the counterpatty $7,375 from the funds held as collateral
and the remaining collateral was returned to the Alliance. A gain of approx1mately $3,020 was
recognized on the settlement, which is included within other revenue, gains and support in the
accompanying 2013 Consolidated Statement of Operations.

In June 2004, the Alliance entered into an agreement with Bear Stearns (acquired by JP Morgan)
whereby Bear Stearns purchased from the Alliance an option to enter into an interest rate swap
agreement (swaption) with the Alliance beginning July 1, 2011. During 2012, the counterparty
expressed their intent to exercise the swaption on January 1,2012 and the Alliance exercised its right
to terminate the swaption at its fair market value. To effectuate the termination, the Alliance
transferred $93,353 of a Guaranteed Investment Contract (GIC), to the third party as a tenmination
payment. A gain of $3,058 was recognized on the termination, which is included within other
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revenue, gains and support in the accompanying 2012 Consolidated Statement of Operations. Net
derivative gain in the accompanying 2012 Consolidated Statement of Operations includes an
unrealized loss of $4,676 related to this derivative, prior to termination.

Also in June 2004, the Alliance entered into two related forward sale agreements with the
counterparty to the swaption agreements and the Master Trustee of the Series 2000 Bonds. In June
2012, the Alliance and the counterparty terminated the agreements. To effectuate the termination,
the Alliance agreed to pay $13,429 to the counterparty. The termination payable is included in
accounts payable and accrued expenses in the accompanying 2012 Consolidated Balance Sheet. The
Alliance recognized a gam of $4,708 on the termination of these agreements, which is included
within other revenue, gains and support in the accompanying 2012 Consolidated Statement of
Operations.

NOTE E--PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following at June 30:

2013 2012

Land $ 60,180 § 57,525
Buildings and leasehold improvements 718,489 661,146
Property and improvements held for leasing 77,767 74914
Equipment 664,469 571,774
Buildings and equipment held under capital lease 671 20,540
1,521,576 1,385,899

Less: Allowances for depreciation and amortization (704,002) (626,552)
; . 817,574 759,347
Construction in progress (Note N) 66,719 94,278

$§ 884293 § 853,625

Accumulated depreciation and amortization on property and improvements held for leasing purposes
is $25,146 and $22,951 at June 30, 2013 and 2012, respectively. Net interest capitalized was $4,163
and $3,110 for the years ended June 30, 2013 and 2012, respectively.

During 2012, the Allianice executed an Amendment and Mutual Release Agreement with a vendor
whereby the Alliance waived its right to take any action with respect to prior contracts in exchange
for professional services in future periods, primarily related to accelerated deployment of information
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systems. The Alliance recognized approximately $3,386 and $3,799 in 2013 and 2012 as additions
to property, plant and equipment with an offsetting gain related to the agreed-upon value of such
professional services. The Alliance anticipates recognition of additional amounts in future periods as
such services are provided.

NOTE F--LONG-TERM DEBT AND OTHER FINANCING ARRANGEMENTS

Long-term debt and capital lease obligations consist of the following at June 30:

— Outtonding Belance
— Docripiles - Maturitins Rty 2018 2012
20124 Hospits] Roveme Bonds, net of $55,000 uninsured texm bands, duo Angust 15,2042, 5.00% $ 56817 § =
unemortized promium of $1,017 at June 30, subject to exrly redomption
2013
2012B Hospital Reveras Banda $28,095 uninsured term boads, dus Angust 15,2042, Varisble, 0.06% 28,095 ES
- subjoot to early redamption or tendex ot June 30, 2013
2012C Hospltal Revemnm Bonds $9,785 uninsored texm bonds, dus Angust 15, 2042, Vurinblo, 0.06% 9,785 »
snibject to ety redemption of tender . « Jona 30, 2013
2011A Hospital Revomee Bonds $61,185 uninvared tarm bands, duo July 1, 2083, subjeot Vixisbls, 0.06% 61,185 65,260
o early redenplion or tendar at Juno 30, 2013
2011D Hospital Revermo Bonda $20,000 uninsured term bonds, due July 1, 2033, subject Varisbla, 0,06% 20,000 20,000
to eatly redmmpifon or dar at June 30, 2013
2011C Hospital Reveme Bonds $485,974 umingsred term bonds, duo July 1, 2031, subject Varigble, 0.06% 48974 49,875
to arly redampiion or tonder at June 30, 2013
2011D Hospital Revenoe Bonds $60,705 uninsured taem bonds, dos July 1, 2031, subject Verishlo, 0.06% 0,705 60,705
to earfy redemption or tender ut Juoe 30, 2013
20118 Taxable Bands 15,960 uninsared torm bonds, due July 1, 2026, subject Varisble, 0.17% 15,960 15,960
to early redemption of tondar t June 30, 2013
2011 Hospita! Factlity Reveoue Refimdingand ~ $23,095 nninsured term bonds, dus July 1, 2433, subjoct Varisbls, 1.14% 23,095 4,870
Improvenssnt Bonds (IMH) to esrly redemption or fender at Fune 30, 2012
2010A Hospiial Reverms Bonds, net of $28,780 uninsured swrally, trough 2020 3,00% 10 5.00% 159,623 162,952
mamortized premivm of $978 and $1,017 ot $14,935 uninsurod term bouds, due July 1, 2025 538%
Jane 30, 2013 and 2012, respectively $19,230 minsured term bonds, dua July 1, 2030 5.63%
$39,570 uninsored term bonds, dus Faly 1, 2038 6.50%
. $55,480 uninsored teem bands, des July 1, 2038 6.00%
20108 Hospital Revers Bomts, mt of $20,295 uninsured sccially, through 2020 2.50%to 5.00% 29,526 33,129
unsmortized preotiom of $626 snd $669 st Fano 34,355 uningured term bonds, due July 1, 2023 5.00%
30, 2013 and 2012, respectively $4,250 uningured term bonds, due July 1, 2028 5.50%
2009A Hospital Revenme Bonds, not of $655 cnirred term bonds, dos Joly 1, 2019 725% 33717 5443
omamartized discount of $113 and $117 at June $1,730 uninsured term boads, dus July 1, 2029 7.50%
30, 2013 and 2012, repectively $3,105 uninsured term boadds, due July 1, 2038 7.75%
20038 Hospital Reverue Bonds $5.470 uninsured $erm bonds, doo July [, 2038 8.00% 5470 5,535
2009C Hospital Revarnie Bonds, net of §13,800 uninsured torm bonds, duz July 1, 2019 7.25% 111,409 113,621
ongmoxtized discount of $2,246 md $2,334 ot $20,000 unknsred teem bends, dus July 1, 2029 7.50%
Juna 30, 2013 snd 2012, respectively $74,855 uninsured toan bonds, due July 1, 2038 1.75%
2088A Hospital Revernm Bonds $13,245 uningured texm bonds, dua July 1, 2038, subject Varisble, 0,06% 13,245 13,245
to carly redemption or tmdor ot June 30,2012
20088 Hospital Reveons Bonds $51,965 milnndhmﬂnuh, due Jaly 1, 2038, sabjoct Veziable, 0.06% 51,965 52,930
0 sealy redemption oc teodar o June 30, 2013
2007B Taxsbls Hoxpital Reverns Bands, yob- $173,335 uninsured tann bonds, dus July 1, 2033, subjoct Varlable, 123,335 156,760
pocien B-1 and B-2 to eary redamption ar tendor, sub-sarics B-3 redoamed in 0.17% tn 0.18%
2013 ot June 30, 2013
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_ Owtendiog Belomce
Dezcription Motarities Raten 2013 2012
2005A Hospital First Mortgage Rovense $5,295 uninrered serially, through 2019 5,00% 168,485 169,136
Bonds, net of unsmortized premiom of $135 $7,375 uninsared tarm bounds, doy Jaty 1, 2026 5.25%
and $141 gt Juno 30, 2013 and 2012, $20,50S uninured term boods, dos Tuly 1, 2031 550%
respectively $135,175 yminmzred torm bands, due Yuly 1, 2036 550%
2001A Hospital First Mortgage Revenus Bonds  $21,400 term boads, dua Joly 1, 2026, subject to carly 4.50% 21,400 22,300
rodemption or toder
2000A Hospitsl First Mortgage Reovenue $34,645 inqured Ceplial Appeciation Bonds, inferest and 6.63% 34,645 32431
Refunding Bonds principul duo Jaly 1, 2026 throogh 2030
2000C Hospital First Mortgage Revoous Bends 532,040 insured tenm bonds, due July 1, 2026 8.50% 32,040 33,230
2000D First Mortgugs Taxable Bonds $13,800 inmeed tann bonds, doo July 1, 2026 8.30%: 13,800 14,318
Capitalized leaso obligations secored by Various monthly paymeits of principal and intcrost Yarigus: 1,240 1,645
equipm=rt :
$1,593 note payable, socwrod by equipment Variow samual principal payments throngh July 2014 Unspecifisd 896 1343
Capitalired 1case obligation secured by medical  Lease was paid-off'in 2013 NA - 15498
office building (JMH) 1
Maater inatall - agr Various quaricly psyments throngh Msy 2014 Unspecified 2,320 4438
Magter installnent paymeant sgrocment, sccored — Various quarterly paymenty through My 2014 Unspesified 1,503 3.032
by equipment
$1,640 note paysbls, secured by Isnd Mouthly principal payments of $10 through maturity in Unspesifisd; 1,640 1,870
Tuly 2015
$985 in promigsory notes secured by wecis of  Varlous monthly prineipal end intevest paymnents through 3.00% - 1.75% 985 1,082
Bameos Comumity Healthcare, LLC 2019
$17,607 torm nato Mouthly principal and interest paymenits of $60 beglaning Varisble, 1.14% 17,607 -
Novomber 2012 maguring September 20 15; ramaining at Jna 30, 2013
principal due October 2015
$4,238 in notos peysble, sccured by Iand Anmual principal paymexty of $215 begiming Octobar Vuisbile, 0.19% 4,238 ¥
2013 maturing October 2015; remaining principal dus ot June 30,2013
October 2016, Interest is paysble manihty,
1,124,765 1,080,575
Lesy ounmat poction (G4417) (24T
s 1 34 3 1,045.058

Series 2012 Bonds: In September 2012, the Alliance issued $55,000 (Series 2012A) fixed rate and
$28,095 (Series 2012B) variable rate tax-exempt Hospital Revenue Bonds through The Health and
Educational Facilities Board of the City of Johnson City, Tennessee, and $9,785 (Series 2012C)
variable rate tax-exempt Hospital Revenue Bonds through the Industrial Development Authority of
Wise, Virginia (collectively, the Series 2012 Bonds). The proceeds from the Series 2012A Bonds
will be used to finance a surgery center project at JCMC and pay issuance costs related to these
Bonds. The proceeds from the Series 2012B and 2012C Bonds will be used to finance or refinance
capital improvements and equipment acquisitions and to pay issuance costs associated with these
Bonds. The timely payment of the Series 2012B and Series 2012C Bonds is secured by irrevocable
transferable direct-pay letters of credit which expire September 17, 2015.

Series 2011 Bonds: In October 2011, the Alliance issued $65,260 (Series 2011A) and $20,000
(Series 2011B) variable rate tax-exempt Hospital Revenue Bonds through The Health and
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Educational Facilities Board of the City of Johnson City, Tennessee, $49,875 (Series 2011C) and
$60,705 (Series 2011D) variable rate tax-exempt Hospital Revenue Bonds through the Industrial
Development Authority of Smyth, Virginia and $15,960 (Series 2011E) variable rate Taxable Bonds
(collectively, the Series 2011 Bonds). The proceeds from the Series 2011A and Series 2011B Bonds
were used to finance certain capital acquisitions in the State of Tennessee and pay issuance costs
related to these Bonds. The proceeds from the Series 2011C and 2011D Bonds were used to
refinance the 2001 NCH Hospital Refunding and Improvement Revenue Bonds, finance capital
acquisitions for NCH, JMH and SCCH and to pay issuance costs associated with these Bonds. The
Series 2011E Bond proceeds were used to refinance certain capital acquisitions of SCCH and
BRMM and pay issuance costs. The timely payment of the Series 2011 Bonds is secured by a letter -
of credit which expires October 19, 2014.

In November 2011, JMH issued $24,870 (JMH Series 2011) variable rate tax-exempt Hospital
Facility Revenue Refunding and Improvement Bonds through the Industrial Development Authority
of Smyth County. The proceeds from the JMH Series 2011 Bonds were used to refinance the 1998
Hospital Refunding and Improvement Revenue Bonds, refinance existing indebtedness incutred to
finance capital acquisitions and to pay issuance costs associated with the Bonds.

Series 2010 Bonds: Tn April 2010, the Alliance issued $168,080 (Series 2010A) and $35,935 (Series
2010B) fixed rate Hospital Refunding Revenue Bonds (collectively, the Series 2010 Bonds).
Proceeds of the Series 2010A and the Series 2010B Bonds were used to refinance outstanding
indebtedness, specifically related to the Alliance’s facilities in Tennessee and in Virginia,
respectively, fund debt service reserve funds and pay costs of issuance.

Series 2009 Bonds: Tn March 2009, the Alliance issued $5,560 (Series 2009A), $5,535 (Series
2009B) and $115,955 (Series 2009C) fixed rate Hospital Revenue Bonds (collectively, the Series
2009 Bonds). The proceeds of Series 2009 Bonds were used to refinance a portion of the outstanding
Series 2006C Taxable Notes, which were originally issued to finance a capital commitment to SCCH
and purchase certain leased assets, finance the acquisition of a majority ownership in JMH, funda
debt service reserve fund and pay costs of issuance. The portion of the 2006C taxable notes which
were not refinanced with the Series 2009 Bonds were repaid with cash on hand.

Series 2008 Bonds: In February 2008, the Alliance issued $72,770 (Series 2008A) and $54,230
(Series 2008B) variable rate Hospital Revenue Bonds (collectively, the Series 2008 Bonds). The
proceeds of Series 2008 Bonds were primarily used to finance certain future capital projects for the
Alliance’s hospital facilities and for the repayment of previously issued 2008 Taxable Notes used for
the acquisition of RCMC. The payment of principal and interest on the Series 2008 Bonds and the
purchase price of any tendered bonds on each series are secured by a separate, irrevocable,
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transferable, direct-pay letter of credit. A portion ($59,525) of the Series 2008A Bonds were repaid
from proceeds of the Series 2010 Bonds.

Series 2007 Bonds: In December 2007, the Alliance issued $104,355 (Series 2007A), $327,170
(Series 2007B taxable) and $36,575 (Series 2007C) varisble rate Hospital Revenue Bonds
(collectively, the Series 2007 Bonds). The proceeds of Series 2007 Bonds were primarily used to
early extinguish a portion of the outstanding Series 2000A Bonds, all of the outstanding 2000B
Bonds, all of the outstariding Series 1994 Bonds, and all of the outstanding Series 2006B Bonds; to
finance the acquisition of a majority ownership in NCH, and to finance certain capital improvements
and equipment acquisitions for the Alliance’s hospital facilities. A portion of the outstanding Series
2007A ($91,685) and Series 2007C ($32,840) Bonds were repaid from proceeds of the Series 2010
Bonds.

During 2012, the Alliance redeemed $115,135 of the Series 2007B-1 Bonds and $29.405 of the
Series 2007B-3 Bonds. The Alliance redeemed $26,530 of the Series 2007B-3 Bonds during 2013.
The payment of principal and interest on the outstanding Sub-Series 2007B Bonds and the purchase
price of any tendered bonds on each series are secured by a separate, irrevocable, transferable, direct-
pay letter of credit.

Series 2006 Bonds: During 2006, the Alliance issued $173,030 Hospital First Mortgage Revenue
Bonds (Seties 2006A) and $66,500 Hospital First Mortgage Variable Rate Revenue Bonds (Series
20063)._ The proceeds from the sale of the Series 2006A Bonds were used to finance certain future
and prior capital projects for the Alliance’s hospital facilities and to refund certain existing
indebtedness, specifically the Series 2001B Bonds (discussed below) and certain existing short and
intermediate term loans and leases, as well as fund a debt service reserve fund. The Series 2006B
Bond proceeds were substantially used to refund the remaining outstanding principal of the Series
2001B Bonds and establish a debt service reserve fund.

Series 2001 Bonds: During 2001, the Alliance issued $26,000 Hospital First Mortgage Revenue
Bonds (Series 2001A). The Alliance redeemed the 2001A Bonds and released a new Series 2001A
to Bank of America Merrill Lynch during 2012.

Series 2000 Bonds: The Hospital First Mortgage Revenue Refunding (Series 2000A Bonds) and
First Mortgage Revenue Refunding Bonds (Series 2000B Bonds), were used to advance refund
previously existing indebtedness as well as fund a required debt service reserve fund. The Hospital
First Mortgage Revenue Bonds (Series 2000C Taxable Bonds) were used to refinance certain
mortgage indebtedness of BRMM, and to refund other previously existing indebtedness. The
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proceeds from the sale of the First Mortgage Bonds (Series 2000D Taxable Bonds) were used
primarily to fund working capital for the Alliance.

The Series 2000A Bonds included at issue date $14,680 of insured Capital Appreciation Bonds.
Such bonds bear a 0% coupon rate and have a yield of 6.625% annually. The Alliance recognizes
interest expense and increases the amount of outstanding debt each year based upon this yield. Total
principal and interest due at maturity (2026 through 2030) is $93,675.

Derecognized Bonds: The advance refunding of prevnously issued debt requires funds to be placed
in irrevocable trusts in order to satisfy remaining scheduled principal and interest payments.
Management, upon advice of legal counsel, believes the amounts deposited in such irrevocable trust
accounts have contractually relieved the Alliance of any future obligations with respect to this debt,
and the debt and escrowed securities are not considered liabilities or assets of the Alliance.
Therefore, such debt has been derecognized. Debt outstanding and not recognized in the
Consolidated Balance Sheet at June 30, 2013 due to previous advance refundings of the Series
2000A Bonds, Series 2000B Bonds, Series 1998C Bonds, and Series 1991 Bonds, totaled
approximately $213,060.

The assets placed in the irrevocable trust accounts are also not recognized as assets of the Alliance.
These assets consist primarily of various investments, as permitted by bond indentures and other
documents, including United States Treasury obligations, an investment contract with MBIA
Insurance Corporation (MBIA) in the original amount of $54,300, as well as the Series 2000C and
2000D Bonds which were purchased with the proceeds of the 2000A and 2000B Bonds specifically
for the purpose of utilizing the Series 2000C and 2000D Bonds in the irrevocable trust. Therefore,
certain of the assets held in the irrevocable trust accounts have future income streams contingent
upon payments by the Alliance.

The Alliance instructed the trustee of the 1998C Bonds to liquidate certain investments held in the
related irrevocable trust account and to redeem a portion of the 1998C Bonds with the proceeds from
the liquidation. The fair value of the liquidated assets exceeded the payment necessary to redeem the
1998C Bonds and the excess was paid to the Alliance. As a result of this transaction, the Alliance
recognized a net ga.m in 2013 and 2012 of $13,847 and $5,337, respectively, which is included in
other revenue, gains and support in the accompanying Consolidated Statements of Operations.

Variable Rate Issuances: The variable rate of interest on the Series 2012, Series 2011, Series 2008
and Series 2007 Bonds is determined weekly by the Remarketing Agent, as the rate equal to the
Jowest rate which, in regard to general financial conditions and other special conditions bearing on
the rate, would produce as nearly as possible a par bid for the Bonds in the secondary market. lnno .

P
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event shall the variable rate on the Bonds during any period where intetest is calculated weekly
exceed the lesser of 12% annually or the maximum contract rate of interest permitted by the
applicable State of issue. The Alliance has the option, upon written approval of the holder of the
letters of credit, the Remarketing Agent and others, to convert to a medium-term rate period orto a
fixed rate.

Early Redemption: Essentially all of the Alliance’s bonds are subject to redemption prior to
maturity, including optional, mandatory sinking fund and extraordinary redemption, at various dates
and prices as described in the respective Bond indentures and other documents.

Other Bonds, Notes Payable and Financing Arrangements: The Alliance has granted a deed of trust
on JCMC and SSH to secure the payment of the outstanding Bonds. The Bonds are also secured
by the Alliance's receivables, inventories and other assets as well as certain funds held under
the documents pursuant to which the bonds were issued. The JMH Series 2011 Hospital Refunding
and Improvement Revenue Bonds are secured by pledged revenues of IMH, as defined in the Credit
Agreement,

The scheduled maturities and mandatory sinking fund payments of the long-term debt and capital
lease obligations (excluding interest), exclusive of net unamortized original issue discount and
premium, at June 30, 2013 are as follows:

Year Ending June 30,
2014 ' | $ 34,417

2015 28,191
2016 45,427
2017 32,290
2018 29,253
Thereafter 953,990
1,123,568

Net premium 1,197
$ 1,124,765

Certain members of the Alliance and JMH are each members of separate Obligated Groups. The
bond indentures, master trust indentures, letter of credit agreements and loan agreements related to
the various bond issues and notes payable contain covenants with which the respective Obligated
Groups must comply. These requirements include maintenance of certain financial and liquidity
ratios, deposits to trustee funds, permitted indebtedness, use of facilities and disposals of property.
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These covenants also require that failure to meet certain debt service coverage tests will require the
deposit of all daily cash receipts of the Alliance into a trust fund. Management has represented the
Alliance and JMH are in compliance with all such covenants at June 30, 2013.

In connection with the tax-exempt bonds, the Alliance is required every five years, and at maturity,
to remit to the Internal Revenue Service amounts which are due related to positive arbitrage on the
barrowed funds. The Alliance performs such computations when required and recognizes any
liability at that time. Management does not believe there are any significant arbitrage liabilities at
June 30, 2013 or 2012.

During 2012, the Alliance recognized a $2,636 loss on early extinguishment of debt representing the
write off of previously deferred and unamortized financing costs generally related to the refinanced
or otherwise redeemed portion of the Series 2007B Bonds, Series 1998 JMH Bonds and the Series
2001 NCH Bonds.

NOTE G—-SELF-INSURANCE PROGRAMS

The Alliance is substantially self-insured for professional and general liability claims and related
expenses. The Alliance maintains a $25,000 umbrella liability policy that attaches over the self-
insurance limits of $10,000 per claim and a $15,000 annual aggregate retention. The Alliance’s
insurance program also provides professional liability coverage for certain affiliates and joint
ventures.

The Alliance is also substantially self-insured for workers’ compensation claims in the State of
Tennessee and has established estimated liabilities for both reported and unreported claims. The
Alliance maintains a stop-loss policy that attaches over the self-insurance limits of $1,000 per
occurrence and $1,000 annual aggregate retention. In the State of Virginia, the Alliance is not self-
insured and maintains workers’ compensation insurance through commercial carriers. '

At June 30, 2013, the Alliance is involved in litigation relating to medical malpractice and workers®
compensation and other claims arising in the ordinary course of business. There are also known
incidents occutring through June 30, 2013 that may result in the assertion of additional claims, and
other unreported claims may be asserted arising from services provided in the past. Alliance
management has estimated and accrued for the cost of these unreported claims based on historical
data and actuarial projections. The estimated net present value of malpractice and workers’
compensation claims, both reported and unreported, as of June 30,2013 and 2012 was $12,348 and
$12,896, respectively. The discount rate utilized was 5% at June 30, 2013 and 2012.
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Additionally, the Alliance is self-insured for employee health claims and recognizes expense each
year based upon actual claims paid and an estimate of claims incurred but not yet pald, including a
catastrophic claims reserve based on historical claims in excess of $75. Such amount is included in
accounts payable and accrued expenses in the Consolidated Balance Sheets.

NOTE H--NET PATIENT SERVICE REVENUE
A reconciliation of the amount of services provided to patients at established rates to net patient

service revenue as presented in the accompanying Consolidated Statements of Operations is as
follows for the years ended June 30:

2013 2012

Inpatient service charges $ 2,086,519 $ 2,095,036

Outpatient service charges 2,120,400 1,982,154

Gross patient service charges 4,206,919 4,077,190
Less:

Estimated contractual adjustments and other discounts 3,058,580 2,899,678

Charity care 103,094 102,462

Provision for bad debts 112,497 122,917

3,274,171 3,125,057

Net patient service revenue $ 932,748 $ 952,133

Patient service revenue, net of contractual allowances and discounts is composed of the followmg for
the years ended June 30:

_ 2013 2012
Third-party payers 946979 $ 968,101
Patients 08,266 106,949
Patient service revenue ' $ 1045245 § 1,075,050

Patient deductibles and copayments under third-party payment programs are included within the
patient amounts above.
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Management regularly reviews data about these major payer sources of revenue in evaluatmg the
sufficiency of the allowance for uncollectible accounts. For receivables associated with services
provided to patients who have third-party coverage, the Alliance analyzw contractually due amounts
and provides an allowance for uncollectible accounts and a provision for bad debts, if necessary, for
expected uncollectible deductibles and copayments on accounts for which the third-party payer has
not paid or for payers who are known to be having financial difficulties that make the realization of
amounts due unlikely. For receivables associated with patients, which includes both patients without
insurance and patients with deductible and copayment balances due for which third-party coverage
exists for part of the bill, the Alliance records a significant provision for bad debts in the period of
service on the basis of its past experience, which indicates that many patients are unable or unwilling
to pay the portion of their bill for which they are financially responsible. The difference between
rates and the amounts actually collected after all reasonable collections efforts have been exhausted
is charged against the allowance for uncollectible accounts.

The Alliance's allowance for doubtful accounts totaled $49,449 and $52,696 at June 30, 2013 and
2012, respectively. The allowance for doubtful accounts decreased from 26% of patient accounts
receivable, net of contractual allowances, at June 30, 2012 to 23% of patient accounts receivable, net
of contractual allowances, as of June 30, 2013. During 2013, MSHA began recording contractual
allowances at time-of-billing for three additional payers, two of whom are MSHA's largest
commercial payers. Previously, MSHA had recorded an allowance for bad debt for those three payers
in addition to an estimated allowance for contractual adjustments. As a result of a more accurate
methodology for recording contractual allowances for those three payers, MSHA was able to
decrease its allowance for bad debts by a minimal amount. The provision for bad debts associated
with the Alliance's ancillary service linés are not significant.

NOTE I--THIRD-PARTY REIMBURSEMENT

The Alliance renders services to patlents under contractual arrangements with Medicare, Medicaid,
TennCare, Blue Cross and various other commercial payers. The Medicare program pays for
inpatient services on a prospective basis. Payments are based upon diagnosis related group
assignments, which are determined by the patient’s clinical diagnosis and medical procedures
utilized. The Alliance also receives additional payments from Medicare based on the provision of
services to a dlsproportlonate share of Mecdicaid and other low income patients. Most Medicare
outpatient services are reimbursed on a prospecuvely determined payment methodology. The
Medicare program also reimburses certain other services on the basis of reasonable cost, subject to
various prescribed limitations and reductions.
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Reimbursement under the State of Tennessee’s Medicaid waiver program (TennCare) for inpatient
and outpatient services is administered by various managed care organizations (MCOs) and is based
on diagnosis related group assignments, a negotiated per diem or fee schedule basis. The Alliance
also receives additional supplemental payments from the State of Tennessee. These supplemental
payments recognized totaled $8,455 and $11,300 for the years ended June 30, 2013 and 2012,
respectively. Such payments are not guaranteed in future periods.

The Virginia Medicaid program reimbursement for inpatient hospital services is based on a
prospective payment system using both & per case and per diem methodology. Additional payments
are made for the allowable costs of capital. Payments for outpatient services are based on Medicare
cost reimbursement principles and settled through the filing of an annual Medicaid cost report.

Amounts earned under the contractual agreements with the Medicare and Medicaid programs are
subject to review and final determination by fiscal intermediaries and other appropriate governmental
authorities or their agents. Retroactive adjustments are accrued on an estimated basis in the period
the related services are rendered and adjusted in future periods as final settlements are determined.
During 2013, the State of Virginia outsourced its Medicaid program to six managed care
organizations. ISHN provides the provider network for Southwest Virginia to five Virginia Medicaid
managed care organizations; two of which are on an exclusive basis. ISHN is not at-risk under these
contracts.

Activity with respect to audits and reviews of the governmental programs in the healthcare industry
has increased and is expected to increase in the future. No additional specific reserves or allowances
have been established with regard to these increased audits and reviews as management is not able to
estimate such amounts, if any. Management believes that any adjustments from these increased
audits and reviews will not have a material adverse impact on the consolidated financial statements.
However, due to uncertainties in the estimation, it is at least reasonably possible that management’s
estimate will change in 2014, although the amount of any change cannot be estimated. The impact of
final settlements of cost reports or changes in estimates increased net patient service revenue by
$1,328 in 2013 and decreased net patient service revenue by $1,556 in 2012.

Participation in the Medicare program subjects the Alliance to significant rules and regulations;
failure to adhere to such could result in fines, penalties or expulsion from the program. Management
believes that adequate provision has been made for any adjustments, fines or penalties which may
result from final settlements or violations of other rulés or regulations. Management has represented
that the Alliance is in substantial compliance with these rules and regulations as of June 30, 2013.

The Alliance has also entered into payment agreements with certain commercial insurance carriers,
health maintenance organizations, preferred provider organizations and employer groups. The basis
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for payment under these agreements includes prospectively determined rates per discharge, discounts
from established charges and prospectively determined daily rates.

NOTE J-EMPLOYEE BENEFIT PLANS

The Alliance sponsors a retirement plan (the Plan) which covers substantially all employees. The
Plan is a defined contribution plan which consists principally of employer-funded contributions.
During 2013 and 2012, the Alliance made contributions to the Plan under a stratified system,
whereby the- Alliance’s contribution percentage is based on each employee’s years of service.
Employees of certain other subsidiaries are covered by other plans, although such plans are not
significant. The total expense related to defined contribution plans for the years ended June 30, 2013
and 2012 was $16,121 and $15,072, respectively.

NCH maintains a defined benefit pension plan and a post-retirement employee benefit plan. The
accrued unfunded pension liability was $3,028 and $2,560, and the accrued unfunded post-retirement
liability was $4,943 and $4,554 at June 30, 2013 and 2012, respectively.

The Alliance sponsors a secured executive benefit program (SEBP) for certain key executives.
Contributions to the plan by the Alliance are based on an annual amount of funding necessary to
produce a target benefit for the participants at their retirement date; although the Alliance does not
guarantee any level of benefit will be achieved. The Alliance contributed $1,020 and $1,734 to the
plan during 2013 and 2012, respectively. Other assets at June 30, 2013 and 2012 include $10,721
and $9,675, respectively, related to the Alliance’s portion of the benefits which are recoverable upon
the death of the participant. In addition, the Alliance sponsors a Section 457(f) plan for certain key
executives. The Alliance contributed $294 and $452 to the Section 457(f) plan during 2013 and
2012, respectively. -

NOTE K—~CONCENTRATION OF RISK

The Alliance has locations primarily in upper East Tennessee and Southwest Virginia which is
considered a geographic concentration. The Alliance grants credit without collateral to its patients,
most of whom are local residents and are insured under third-party payer agreements. Net patient
service revenue from Washington County, Tennessee operations were approximately 51% and 51%
of total net patient service revenue for 2013 and 2012, respectively.

The mix of receivables from patiénts and third-party payers based on charges at established rates is
as follows as of June 30: -
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2013 2012
Medicare 3%8% 36%
Tenncare/Medicaid 16% 14%
Commercial ' 28% 26%
Other third-party payers 9% 13%
Patients 9% 11%
100% 100%

Approxxmately 88% and 94% of the consolidated total revenue, gains and support were related to the
provision of healthcare services during 2013 and 2012, respectively. Admitting physmlans are
primarily practitioners in the regional area.

Two of the Alliance’s Virginia hospitals’ employees are covered under collective bargaining
agreements which extend through February 2014 and January 2015, respectively.

The Hospital maintains bank accounts at various financial institutions covered by the Federal
Deposit Insurance Corporation (FDIC). At times throughout the year, the Alliance may maintain
bank account balances in excess of the FDIC insured limit. Management believes the credit risk
associated with these deposits is not significant.

The Alliance routinely invests in investment vehicles as listed in Note C. The Alliance’s investment
portfolio is managed by outside investment management companies. Investments in corporate and
foreign bonds, municipal obligations, money market funds, equities and other vehicles that are held
by safekeeping agents are not insured or guaranteed by the U.S. government.

NOTE L-INCOME TAXES

BRMM and its subsidiaries file a consolidated federal tax return and separate state tax returns. As of
June 30, 2013 and 2012, BRMM and its subsidiaries had net operating | loss carryforwards for
consolidated federal purposes of $33,620 and $35,968, respectively, related to operating loss
carryforwards which expire through 2031. At June 30, 2013 and 2012, BRMM had state net
operating loss carryforwards of $70,347 and $69,403, respectively, which explrethrough 2027. The
net operating loss carryforwards may be offset against future taxable income to the extent permitted
by the Internal Revenue Code and Tennessee Code Annotated.
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At June 30, 2013 and 2012, SWCH had federal and state net operating loss carryforwards of $5,906
and $5,614, respectively, which expire through 2032. The net operating loss carryforwards may be
off-set against future taxable income to the extent permitted by the Internal Revenue Code and tax
codes of the Commonwealth of Virginia.

Net deferred tax assets related to these carryforwards and other deferred tax assets have been
substantially offset through valuation allowances equal to these amounts. Income taxes paid relate
primarily to state taxes for certain subsidiaries and federal alternative minimum tax.

NOTE M--RELATED PARTY TRANSACTIONS

The Alliance enters into transactions with entities affiliated with certain members of the Board of
Directors including transactions to construct Alliance facilities and provide professional services to
the Alliance. Board members refrain from discussion and abstain from voting on transactions with
entities with which they are related.

NOTE N—-OTHER COMMITMENTS AND CONTINGENCIES

Construction in Progress: Construction in progress at June 30, 2013 represents costs incurred
related to various hospital and medical office building facility renovations and additions and
information technology infrastructure. The Alliance has outstanding contracts and other
commitments related to the completion of these projects, and the cost to complete these projects is
estimatéd to be approximately $39,110 at June 30, 2013. The Alliance does not expect any
significant costs to be incurred for infrastructure improvements to assets held for resale.

Physician Contracts: BRMM employs physicians to provide services to BRMM’s physician
practices through employment agreements which provide annual compensation, plus incentives
based upon specified productivity levels. These contracts have various terms.

In addition, the Alliance has entered into contractual relationships with non-employed physicians to
provide services in Upper East Tennessee and Southwest Vlrgmm These contracts guarantee certain
base payments and allowable expenses and have terms of varying lengths. Amounts drawn and
outstanding under cach agreement are treated as a loan bearing interest at various rates and are
subject to repayment over a specified period. The physician notes may also be amortized by virtue of
the physician’s continued practice in the specified community during the repayment period. A net
receivable of $884 and $1,436 related to these agreements is included in the accompanying
Consolidated Balance Sheets at June 30, 2013 and 2012, respectively.
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Employee Scholarships: The Alliance offers scholarships to certain individuals which require that
the recipients return to the Alliance to work for a specified period of time after they complete their
degree. Amounts due are then forgiven over a specific period of time as provided in the individual
contracts. If the recipient does not return and work the required period of time, the funds disbursed
on their behalf become due immediately and interest is charged until the funds are repaid. Other
receivables at June 30, 2013 and 2012 include $9,021 and $8,005, respectively, related to students in
school, graduates working at the Alliance and amounts duc from others who are no longer in the
scholarship program, net of an estimated allowance.

Operating Leases and Maintenance Contracts: Total lease expense for the years ended June 30, 2013
and 2012 was $8,739 and $8,823, respectively. Future minimum lease payments for each of the next
five years and in the aggregate for the Alliance’s noncancellable operating leases with remaining
lease terms in excess of one year are as follows:

Year Ending June 30,
2014 $ 5,165
2015 6,044
2016 4,491
2017 2,459
2018 1,848
Thereafter 6,297

$ 26,304

Asset Retirement Obligation: The Alliance has identified asbestos in certain facilities and is required
by law to dispose of it in a special manner if the facility undergoes major renovations or is
demolished; otherwise, the Alliance is not required to remove the asbestos from the facility. The
Alliance has complied with regulations by treating the asbestos so that it presents no known
immediate or future safety concerns. An asset retirement obligation has been established to the
extent that sufficient information exists upon which to estimate the liability.

Other: The Alliance is a party to various transactions and agreements in the normal course of
business, which include purchase and re-purchase agreements, put arrangements and other
commitments, which may bind the Alliance to undertake additional transactions or activities in the
future. In addition, the Alliance has agreed to guarantee a portion of the outstanding indebtedness of
a joint venture. Management estimates that the fair value of the guarantee of this debt is immaterial
as of June 30, 2013.
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Healthcare Industry: Recently, government activity has increased with respect to investigations and
allegations concerning possible violations of fraud and abuse statutes and regulations by healthcare
providers. Violations of these laws and regulations could result in expulsion from govemnment
healthcare programs together with the imposition of significant fines and penalties, as well as
significant repayments for patient services previously billed.

In March 2010, Congress adopted comprehensive health care insurance legislation, Patient Care
Protection and Affordable Care Act and Health Care and Education Reconciliation Act. The
legislation, among other matters, is designated to expand access to coverage to substantively all
citizens by 2019 through a combination of public program expansion and private industry health
insurance. Changes to existing TennCare and Medicaid coverage and payments are also expected to
occur as a result of this legislation. Implementing regulations are generally required for these
legislative acts, which are to be adopted over a period of years and, accordingly, the specific impact
of any future regulations is not determinable.

NOTE O--RENTAL INCOME UNDER OPERATING LEASES
The Alliance leases rental properties to third parties, most of whom are physician practices, for

various terms, generally five years. The following is a schedule by year and in the aggregate of
minimum future rental income due under noncancellable operating leases at June 30, 2013:

Year Ending June 30, _

2014 $ 1,779

2015 1,487

2016 727

2017 379

2018 248

Thereafter . 225

Total minimum future rentals $ 4,845

NOTE P—FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of financial instruments has been estimated by thie Alliance using available market
information as of Juné 30, 2013 and 2012, and valuation methodologies considered appropriate. The
estimates presented are not necessarily indicative of amounts the Alliance could realize in a current
market exchange. The carrying value of substantially all financial instruments approximates fair
value due to the nature or temm of the instruments, except as described below.
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Investment in Joint Ventures: It is not practical to estimate the fair market value of the investments
in joint ventures.

Other Long-Term Liabilities: Estimates of reported and unreported professional liability claims,
pension and post-retirement liabilities are discounted to approximate their estimated fair value. Itis
not practical to estimate the fair market value of other long-term liabilities due to uncertainty of
when these amounts may be paid. Other long-term liabilities are not discounted,

Long-Term Debt: The fair value of long-term debt is estimated based upon quotes obtained from
brokers for bonds and discounted future cash flows using current market rates for other debt. For
long-term debt with variable interest rates, the carrying value approximates fair value.

The estimated fair value of the Alliance’s financial instruments that have carrying values different
from fair value is as follows at June 30:

2013 2012
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
FINANCIAL LIABILITIES:
" Long-termdebt - $ 1,024765 $ 1,167,846 $ 1,080,575 § 1,150,201

NOTE Q--FAIR VALUE MEASUREMENT

FASB ASC 820 establishes a three-level valuation hierarchy for disclosure of fair value
measurements. The valuation hierarchy is based upon the transparency of inputs to the valuation of
asset or liability as of the measurement date. The three levels are defined as follows:

e Level 1 - Inputs based on quoted market prices for identical assets or liabilities in active
markets at the measurement date. ‘

»  Level 2 - Observable inputs other than quoted prices included in Level 1, such as quoted
prices for similar assets and liabilities in active markets; quoted prices for identical or similar
assets and liabilities in markets that are not active; or other inputs that are observable or can
be corroborated by observable market data. The Alliance’s Level 2 investments are valued
primarily usinig the market valuation approach. :
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e Level 3 - Unobservable inputs that are supported by little or no market activity and are
significant to the fair value of the assets or liabilities. Level 3 includes values determined
using pricing models, discounted cash flow methodologies, or similar techniques reflecting

the Alliance’s own assumptions.

In instances where the determination of the fair value hierarchy measurement is based on inputs from
different levels of the fair value hierarchy, the level in the fair value hierarchy within which the entire
fair value measurement falls is based on the lowest level input that is significant to the fair value
measurement in its entirety. The Alliance’s assessment of the significance of a particular input to the
fair value measurement in its entirety requires judgment and considers factors specific to the assetor

liability.

The following table sets forth, by level within the fair value hierarchy, the financial assets and
liabilities recorded at fair value on a recurring basis and long-term debt as disclosed at fair value as

of June 30, 2013 and 2012:
Total - Level1 Level 2 Level 3
Jane 30, 2013
Cash, cash equivalents and money market fands ~ § 66,075 $ 66,075 $ - -
U.S. Government securities 25,905 25,905 - -
U.S. Agency securitics 45,997 45,997 - -
Corporate and foreign bonds 179,880 - 179,880 B
Municipal obligations 17,749 - 17,749 i
Preferred and asset backed securities 3,491 - 3,491 -
U.S. equity securities / 10,944 10,944 - w
Mutual funds 186,028 125,479 60,548
Other 37,353 = - 37,353
Total assets 3 573422 $ 274400 $ 261,668 $ 37,353
Fair value of detivative agreements - Note D $ (8,185 $ - $ - 3 (8,185)
Fair value of long-term debt $ (1,167,846) § - $ - § (1,167,846)
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended 2013 and 2012

NOTE Q-FAIR VALUE MEASUREMENT - Continued

Total Level 1 Level 2 Level 3
June 30, 2012

Cash, cash equivalents and money market funds  § 85,017 $ 85,017 § - 8 =
U.S. Government securities 15,693 15,693 - -
U.S. Agenoy sccuritics 62,437 62,437 - -
Corporate and foreign bonds 52,581 - 52,581 N
Municipal obligations 961 - 961 -
Preferred and asset backed securities 11,183 - 11,183 -
U.8. equity securities 28,34 28,344 - -
Mutual funds 141,968 97,600 44,368 -
Other ) 34,880 - - 34,880

Total assets 3 433,064 $ 289,091 $ 109,093 § 34,880
Fair value of derivative agreements - Note D $ (19,381) $ -3 - 3§ (19,381)
Fair value of long-tecm debt $ (1,150,201) § - 8 - § (1,150,201)

The valuation of the Alliance’s derivative agreements is determined using market valuation
techniques, including discounted cash flow analysis on the expected cash flows of each agreement.
This analysis reflects the contractual terms of the agreement, including the period to maturity, and
uses certain observable market-based inputs. The fair values of interest rate agreements are
determined by netting the discounted future fixed cash payments (or receipts) and the discounted
expected variable cash receipts (or payments). The variable cash receipts (or payments) are based on
the expectation of future interest rates and the underlying notional amount. The Alliance also
incorporates credit valuation adjustments (CVAs) to appropriately reflect both its own
ponperformance or credit risk and the respective counterparty’s nonperformance or credit risk in the
fair value measurements. The CVA on the Alliance’s interest rate swap agreements at June 30, 2013
and 2012 resulted in a decrease in the fair value of the related liability of $3,080 and $5,726,

respectively.

A certain portion of the inputs used to value its interest rate swap agreements, including the forward
interest rate curves and market perceptions of the Alliance’s credit risk used in the CVAs, are
unobservable inputs available to a market participant. As a result, the Alliance has determined that
the interest rate swap valuations are classified in Level 3 of the fair value hierarchy.

The following tables provide a summary of changes in the fair value of the Alliance's Level 3
financial assets and liabilities during the fiscal years ended June 30, 2013 and 2012: '
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended 2013 and 2012

NOTE Q-FAIR VALUE MEASUREMENT - Continued

Securitles Net

July 1, 2011 ) $ 32,718 §$ (110,732)
Total unrealized/realized gains in the Performance Indicator, net 1,466 (6,198)
Net investment income 1,221 515
Purchases 5,107 -
Settlements - 97,034
Distributions (5,632) -

June 30,2012 : 34,880 (19,381)
Total unrcalized/realized gains in the Performance Indicator, net ) 1,614 457
Net investment incame 1,360 399
Purchases 807 -
Settlements - 10,340
Distributions (1,308) -

June 30, 2013 $ 37,353 $ (8.185)

There were no changes in valuation techniques in 2013 or 2012.
NOTE R--OPERATING EXPENSES BY FUNCTIONAL CLASSIFICATION

The Alliance does not present expense information by functional classification because its resources
and activities are primarily related to providing healthcare services. Further, since the Alliance
receives substantially all of its resources from providing healthcare services in a manner similar to
business enterprises, other indicators contained in these consolidated financial statements are
considered important in evaluating how well management has discharged their stewardship
responsibilities.

NOTE S--SUBSEQUENT EVENTS

Tn November 2013, Unicoi County Memorial Hospital (UCMIE), 248 bed acute care hospital located
in Erwin, Tennessee, became a member of the Alliance. UCMH has approximately 250 employees
and offers emergency, surgical, and home health services. Nursing home services are providedina
46 licensed bed long term care facility. The Alliance will fund the acquisition from cash flow and
intends to construct a new acute care hospital in Erwin, Tennessee. After consideration of the
revenues and expenses expected from operation of the facility, management of the Alliance does not
expect this acquisition to have a material effect on the Alliance.
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MOUNTAIN STATES HEALTH ALLIANCE

Notes to Consolidated Financial Statements - Continued
(Dollars in Thousands)

Years Ended 2013 and 2012

NOTE S—SUBSEQUENT EVENTS - Continued

In July 2013, the Alliance issued $16,235 (Series 2013A) tax-exempt variable rate Hospital Revenue
Bonds and $99,680 (Series 2013B) variable rate Taxable Hospital Refunding Revenue Bonds
through The Health and Educational Facilities Board of the City of Johnson City, Tennessee. The
proceeds from the Series 2013A Bonds will be used to finance or refinance capital improvements
and equipment acquisitions and pay issuance costs related to these Bonds. The proceeds from the
Series 2013B Bonds will be used to refund $97,915 of the Series 2007B-2 Bonds and to pay issuance
costs associated with these Bonds. Contemporaneously with the issuance of the Series 2013A and
Series 2013B Bonds, the Alliance refunded the Series 2008A, Series 2008B, Series 2011C, Series
2011D, Series 2012B and Series 2012C through private placements with financial institutions.

At June 30, 2013 and 2012, the Alliance owned membership units in Premier, Inc. Subsequent to '
yearend Premier, as part of a reorganization, converted to a publically traded entity. As part of its
reorganization, certain of the Alliance’s membership units were redeemed for approximately $3,000
and a gain was recognized on the sale of these units. Unredeemed units continue to be held by the
Alliance and may be effectively exchanged for Class A common stock of Premier ratably over a
seven year period. The unredeemed membership units may be exchanged for up to 723 thousand
Class A shares.
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MOUNTAIN STATES HEALTH ALLIANCE

Schednle of Expenditures of Federal and State Awards

Year Ended June 30, 2013
Recelralis Reosivable
(Pepalle) Ammnts  (Pepelle)
Balance & 4 doml or Bkt
CFDA Aweard Nl sgram Name Paso-Through iyl Eowedly Rewrzseds Jene3l,
Nambor  (Award Allocation) . (Progrem Peried) Grostor Graswior Agancy. 2012 sipts = G 2613
FEDERAL AND STATE AWARDS:
10.776 48-046-620476282 Rural Horasing Scrvico US. Department of NA
(100% Fedaral) Grant Agricaltre )
(None) S - $ 46600 5 46600 § 3 -
Total U.S. Departomnt of Agricultore - 46,600 46,600 - L
93211 SH2AIT16637-03-00 Telohoalth Grent Netwok. U.S. Dopariment of Hoalth NA
(100% Foderal) Progrem and Humen Sarvices
(/1109 -8731/12) 41,185 159,614 118429 - -
93.301 10-557-XX Small Rura] Bospital US. Department of Health ~ Virginis Dopartment
{100% Federal) Impeovement Program and Fumen Servicer of Health
©/1709 - &/31/10) (13,515) - - . (13515)
93301 11-557-XX Small Rurel Hospital US.Departmct of Hoalth  Virginla Department
(100% Federl) Improvement Program snd Humen Services of Health
(5NN -gAV11) (14,884) = - ik (14,884
93301 GR-12-35362-00 Small Roral Hompital US. Dep of Health P
(100% Fedaral) yroversnt Froge and Hoaman Services of Health
@Al -aaial) @791) > - » @791
93301 12-557-08 Smafl Rural Hospital US. Departmeat of Health Virginia Department
(100% Federal) Improvement Progmm snd Himnan Servicos of Health
o1~ 83112) 50 . 750 ‘
93301 12-557-18 Srmfl Rural Hoapital US. Department of Bealth Virginia Depactment
(100% Pederel) Progmm sand Haman Seevices af Health
@1 -63012) - 7504 - - 05
93301 13-557-XX Sl Roral Hoapital US.Departmont of Health  Virginia Dopartment
(100% Fadarul) Improvemsat Progeam | =nd Huinan Services of Health
©/1/12-83113) - 14,223 8353 -, (.575)
93301 Nooo Small Rorl Hospital US, Department of Health ~ Temessco
(100% Fedaral) Tmpx snd Homan Servioes af Health
(/1111 -33112) . 8,500 8,500 - &
See notes to schedule of expenditures of federal and state awards. “
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MOUNTAIN STATES HEALTH ALLIANCE
Schedide of Expenditures of Federal and State Awards - Continued

Year Ended June 30, 2013
Receivable Recclveble
(Payable) Ameants  (Popable)
Balzzce at Amsznts  Relamelor Balascest
CroA Award Nambar Frogram Name Paxz-Threagh Jly 1, Earmally Rewmmelts Jmme3s,
Nusdber __ {Award ABocution) (Program Peried) Granter Gramtor Agency 2012 Receip B 2018
99778 GR-11-31755-00 High Risk Potinatal US Dopartinent of Health.  ‘Tenncssos Department
(50% Fodexnl) Program® snd Homm Servicos of Financo and
(50% Statz) (W1/10-63013) Adinisiration 205,766 493,995 381,500 93211
93889 GR-IZBEXXX Hospital Preparcdnoss US. Department of Health Tenncsses
(100% Fedoral) Progmm sod Faman Services - Departmont of Health
71711 -98012) asn B 151 -
93.889 GR-13-XXXXX Hospital Preparedn US. Dy af Hoelth Termeseee
(100% Federal) Prognm snd Homan Sarvices Depertment of Hasith
@NNn2-63013) s 200,000 123,449 (76,551)
93.899 None ASPR Coufirone Funding LS. Depertment of Heelth  Virginis Dopartment of
(100% Fedezal) (71112 - 630113) end Human Services Health
) - 3,149 3,114 as)
93.889 Nano Natiotal Women's Bealth US. Department of Health Jahn Snow, Inc.
(100% Federul) Week and Homan Services
A1 - 629/12) (L133) - 1,020 Q1)
93889 ‘Nooe Heslthcare Y US. Dep of Health  Virginia Dopartment of
(100% Fedzxal) Minagement wnd Hommen Saevicon Health
W12 - 63W13) - - 2,538 2,538
Total 1. Departmont of Fralth end Homan Services 213,727 £36,990 647,504 5459
NA Nooe Gct With Guidelines Stroke~ Virginia Department of NA
(100% Stutc) FProgrmm Health
(Nome), - 1,854 5634 3,780
NA Variom Enpsticnt Prychintri Dep of NA
(100% Stutc) Troatment of Unisared Mental Health and
NNl -63014) Disahilitics 331280 2417931 2,509,335 422,684
See notes to schedule of expenditures of federal and state awards. 45
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Schedule of Expenditures of Federal and State Awards - Continued

Year Ended Jurne 30, 2013
) Recolvalls
(Payuble) Amownts (Papaily)
Balsmce of 2 o Bak
CFDA Awrd Numbay Progrem Neme Pazy-Through July 1, Barnal by s Juw36,
Number (Award AlTvestion) (Progrem Period) (Craminir' Grexter Agemcy 2012 Bxpamlitures 2013
NA Nous Modicars Rural Hospitsl Z of z ‘Hoepital
(100% Statz) Flexibility Geant Health Amsoctation
(Nonc) 3 - 4,000 (4,000)
NA GR-13-34105-00 Project Dishetes Initiative Termasseo Department of NA
(100% Statr) Services Health
(R/15/12 - 6/30/13) ) - 2,169 2229 - L
NA Nons ‘Bseentisl Services Temmeasoe Housing Clty of Jolinsoa Clty
(100% Stats) Dispemary of Eope Development Agency
U1/ - 2228014) 1875 2,500 1,250 - e
TOTAL FEDENAL AND STATE AWARDS $ 546582 $3302044 8 321285 $ - § 397,690
*Denotos major program.

See notes to schedule of expenditures of federal and state awards.
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MOUNTAIN STATES HEALTH ALLIANCE
Notes to Schedule of Expenditures of Federal and State Awards
Year Ended June 30, 2013

NOTE A--BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal and state awards includes the federal and state
award activity of the Alliance and is presented on the accrual basis of accounting. The information
in this schedule is presented in accordance with the requirements of OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Orgamzanons and the State of Tennessee Comptroller of
the Treasury. Therefore, some amounts presented in this schedule may differ from amounts
presented in, or used in the preparation of the basic consolidated financial statements.

NOTE B-FEDERAL AWARDS EXPENDED

The accompanying schedule of expeﬁdluues of federal and state awards includes federal and state
award activity organized by federal program. State pass-through funding is included as part of the
total program activity, with state allocation percentages disclosed. Total federal awards expended
were as follows for the year ending June 30, 2013:

Telehealth Grant Network Program $ 118429
Small Rural Hospital Improvement Program 17,603
High Risk Perinatal Program 190,750
Hospital Preparedness Program 129,252
Rural Housing Service Grant 46,600
National Women's Health Week 1,020

Total federal awards expended $ 503,654

NOTE C—CONTINGENCIES

The Alliance’s federal programs are subject to financial and compliance audits by grantor agencies
which, if instances of material noncompliance are found, may result in disallowed expenditures and
affect the Alliance’s continued participation in specific programs. The amount, if any, of
expenditures which may be disallowed by the grantor agencies cannot be determined at this time,
although the Alliance expects such amounts, if any, to be immaterial.
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MOUNTAIN STATES HEALTH ALLIANCE
Schedule of Prior Audit Findings
Year Ended June 30, 2013

There were no prior audit findings.
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PERSHING YOAKILEY & ASSOCIATES, P.C.

One Cherokee Mills, 2220 Sutherland Avenue
. Knoxville, TN 37919

p: (865) 6730844 | £ (865) 6730173
Certified Public Accountants www.pyapc.com

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors of
Mountain States Health Alliance:

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the Standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the consolidated financial
statements of Mountain States Health Alliance and its subsidiaries (the Alliance) which comprise the
consolidated balance sheets as of June 30, 2013 and 2012, and the related statements of operations,
changes in net assets and cash flows for the years ended June 30, 2013 and 2012, and the related
notes to the consolidated financial statements, and have issued our report thereon dated December

16, 2013.
Internal Control Over Financial Reporting

In planning and performing our audits of the consolidated financial statements, we considered the
Alliance’s internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinion on the
consolidated financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Alliance’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the Alliance’s intemal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the Alliance’s consolidated financial statements will not be prevented, or
detected and corrected on a timely basis. A significant deficiency is a deficiency, ora combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough to
merit attention to those charged with governance. '

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal
control over financial reporting that might be material weaknesses or significant deficiencies. Given
these limitations, during our audit we did not identify any deficiencies in internal control over
financial reporting that we consider to be material weaknesses. However, material weaknesses may
exist that have not been identified. .

ATLANTA I KANSAS CITY I KNOXVILLE i NASHVILLE I TAM?A BAY
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Alliance’s consolidated financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could
have a direct and material effect on the determination of the Alliance’s consolidated financial
statement amounts. However, providing an opinion on compliance with those provisions was notan
objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

We noted certain matters that we have reported to management of the Alliance in a separate letter
dated December 16, 2013.

Purpose of this Report

The purpose of this report is solely to describe the scope of our tzstmg of internal control and
compliance and the results of that testing, and not to prov1de an opinion on the effectiveness of the
Alliance’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Alliance’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

MW’:W’%

Knoxville, Tennessee
December 16, 2013
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL

EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL, CONTROL OVER
COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

To the Board of Directors of
Mountain States Health Alliance:

Report on Compliance for Each Major Federal Program

We have audited Mountain States Health Alliance and its subsidiaries’ (the Alliance) compliance
with the types of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement that could have a direct and material effect on the
Alliance’s major federal program for the year ended June 30, 2013. The Alliance’s major federal
program is identified in the summary of auditor’s results section of the accompanying schedule of
findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and
grants applicable to its major federal program.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for the Alliance’s major federal program.
We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that we plan and perform the compliance audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements referred to above
that could have a direct and material effect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about the Alliance’s complumce with those requirements and
performing such other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for the major
federal program. However, our audit does not provide a legal determination of the Alliance’s
compliance.

ATLANTA 1 KANSAS CITY I KNOXVILLE l NASHYILLE t TAM5A BAY
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Opinion on the Major Federal Program

In our opinion, Mountain States Health Alliance and its subsidiaries complied, in all material
respects, with the types of compliance requirements referred to above that could have a direct and
material effect on its major federal program for the year ended June 30, 2013.

Report on Internal Control Over Compliance

The management of the Alliance is responsible for establishing and maintaining effective internal
control over compliance with the types of compliance requirements referred to above. In planning
and performing our audit of compliance, we considered the Alliance’s internal control aver
compliance with types of requirements that could have a direct and material effect on the major
federal program to determine audmng procedures that are appropnate in the circumstances for the
purpose of expressing our opinion on compliance for the major federal program and to test and report
on internal control over compliance in accordance with OMB Circular A-133, but not for the purpose
of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we
do not express an opinion on the effectiveness of the Alliance’s internal control over compliance.

A deficiency in internal control aver compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
camplmnce is 4 deficiency or combination of deficiencies, in internal control over compliance, such
that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.
A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control
over compliance that might be deficiencies, significant deficiencies or material weaknesses. We did
not identify any deficiencies in internal control over compliance that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our

testing of internal control over compliance and the results of that testing based on requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.

ik oy ont 7

Knoxville; Tennessee
December 16, 2013
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MOUNTAIN STATES HEALTH ALLIANCE

Schedule of Findings and Questioned Costs

Year Ended June 30, 2013

Section I - Summary of Auditor’s Results
Financial Statements

1.

The. auditor’s report expresses an unmodified opinion on the consolidated financial
statements of Mountain States Health Alliance.

No significant deficiencies relating to the audit of the consolidated financial statements are
reported in the Independent Auditor ’s Report on Imternal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards. In addition, we noted no findings that
are required to be reported under Government Auditing Standards.

No instances of noncompliance material to the consolidated financial statements of Mountain
States Health Alliance which would be required to be reported in accordance with
Government Auditing Standards were disclosed during the audit.

Federal Awards

4.

No significant deficiencies, findings or questioned costs relating to the audit of the major
federal award program are reported in the Independent Auditor 's Report on Compliance with
Requirements That Could Have a Direct and Material Effect on Each Ma]or Program and
on Internal Control Over Compliance Required By OMB Circular A-133 or in this schedule.

The auditor’s report on compliance for the ma_]or federal award program for Mountain States
Health Alliance expresses an unmodified opinion on its major federal program.

No audit findings relative to the major federal award program for Mountain States Health
Alliance are reported in this schedule in accordance with Section 510(a) of OMB Circular A-
133. :

The program tested as a major program is as follows:
Name CFDA Number

High Risk Perinatal Program 93.778
The threshold for distinguishing Types A and B programs was $300,000.

Mountain States Health Alliance qualified as a low-risk auditee.
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MOUNTAIN STATES HEALTH ALLIANCE
Schedule of Findings and Questioned Costs - Continued

Year Ended June 30, 2013

Section II — Financial Statement Findings

This section identifies the significant deficiencies, material weaknesses, fraud, illegal acts, violations
of provisions of contracts and grant agreements, and abuse related to the consolidated financial
statements for which Government Auditing Standards require reporting in a Circular A-133 audit.

Not applicable, no financial statement findings.

Section Il — Federal Awards Findings

This section identifies the audit findings required to be reported by Section 510(a) of Circular A-133
(for example, significant deficiencies, material weaknesses, and material instances of
noncomphance, and any related questioned costs), as well as any abuse findings involving federal
awards that is material to a major program.

Not applicable, no federal awards findings or questioned costs.
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ATTACHMENT C,
CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE, 7(D)

Summary Statement of Deficiencies and (Approved) Provider’s Plan of
Correction
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STATE OF TENNESSEE
DEPARTMENT OF HEALTH
OFFICE OF HEALTH LICENSURE AND REGULATION
EAST TENNESSEE REGION
7175 Strawbérry Plains Pike, Ste 103
Khoxville TN, 37914
Phone: 865-594-9396 Fax: B65-594-2168

AUQUSt 11, 2014

Mr, David Nicely, Administrator

Johnson City Medical Center

400 N State of Franklin Road

Johnson City TN 37604

Provider Number: 44-0063

Dear Mr.Nicely:

Enclosed is the Statement of Deficiencies developed as the result of the complaint investigation conducted at
the Johnson City Medical Center on July 28-August 4, 2014. You are requested to submit a Plan of
Correction by August 21, 2014 with acceptable time frames for correction of the cited deficiencies. Corrective
action must be achieved prior to September 18, 2014. Please nofify this office when these deficiencies are
corrected.

Please be advised that under the disclosure of survey information provisions, the Statement of Deficiencies will
be available to the public.
Please submit the Plan of Correction (POC), by August 21, 2014:
State of Tennessee Department of Health
Health Care Facilities _
7175 Strawberry Plains Pike, Ste 103
Knioxville TN 37914
Your POC must contain the following:

»  What corrective action(s) will be accomplished for those residents/patients found to have been affected by
the deficient practice.

o How you will identify other residents/patients having the potential to be affected by the same deficient
practice and what corrective action will be taken;

practice does not recur; and,
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Mr. David Nicely
August 11, 2014
Page 2

» How the corrective action(s) will be monitored and the person(s) responsible for monitoring to ensure the
deficient practice will not recur; i.e., what quality assurance program will be put into place.

Please put your Plan of Correction on the Statement of Deficiencies form in the "Provider's Plan of

Correction" column. In the "Completion Date" column of the form, list the date corrective actions have

been or will be completed.- Please make sure the administrator's signature and date are on the bottom
line of the Statement of Deficiencies/Plan of Correction State Form.

Deficiencles will be available to the public

Sincerely,

If you have any questions, please contact this office at (865) 594-9396 or by facsimile at (865) 594-2168.
Karen B. Kirby, RN

) [ 1
Regional Administrator
East TN Health Care Facilities

KK: kg

Enclosure: CMS-2567
TN00033301, TN0003328, TN00033661, TN0O0033661 and TNOOD33804
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JounsoN CITy
MEDICAL CENTER

Mountain States Health Alliance

August 21, 2014

Karen Kirby

State of Tennessee Departinent of Health
Health Care Facilities

7175 Strawberry Plains Pike, Ste 103
Knoxville, TN 37914

Dear Ms. Kirby,
Enclosed is the Plan of Correction for Johnson City Medical Center addressing the

findings from the complaint investigation conducted on July 28 - August 4, 2014. We
have faxed the attached document to 865-594-2168 on August 21, 2014 to comply with

the due dafe noted in your July 11, 2014 Ietter.
If you have any questions, please contact me at 423-431-6936.

Sincerely;

Shelley Rose
Risk Manager
Johnson City Medical Center

Enclosuie

400 North $tate of Franklin Road Johnson City, Teanesses 37604-6094 Talephone 423.431.8111
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DEPARTMENT OF HEALTH AND HUMAN SERVICES PRII!\JCIFEE# Ag'%’lﬂ"éz')\fnég

CENTERS FOR MEDICARE & MEDICAID SERVICES OMB NO. 0938-0391
STATEMENT OF DEFICIENCIES (X1) PROVIDER/SUPPLIERICLIA (X2) MULTIPLE CONSTRUCTION (X3) DATE SURVEY
*ND PLAN OF CORRECTION IDENTIFICATION NUMBER: A BUILDING COMPLETED
c
440063 B. WING : 08/04/2014
-NAME OF PROVIDER OR SUPPLIER STREET ADDRESS, CITY; STATE, ZIP CODE
e . ) 40D N STATE OF FRANKLIN RD
OHNSON CITY ME :
JOH N CITY MEDICAL CENTER JOHNSON CITY, TN 37604
4 I SUMMARY STATEMENT OF DEFICIENCIES D PROVIDER'S PLAN OF GORRECTION (8)
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. n Pla 49
A 000 | INITIAL COMMENTS Aoog| Action Plan for A7

g : infection control officer or
During complaint investigation #33661, #33328, The, Infectioit gonie

#33804, #33301, and #33753 conducted on July officers must develop a system for

518, 2014, through July 30, 2014, at Johnson City identifying, reporting, investigating,
edical Center, no deficiencies were cited in ST

relation ta corplaints #3328, #3301, and and contralling infectionsand

#33753. . communicable diseases of patients

A749 | 482.42(a)(1) INFECTION CONTROL PROGRAM A749| and personnel.

The Infection contra) officer or officers must The STANDARD is not met as
develop a system for identifying, reporting, N d T dical
investigating, and controlling infections and evidenced by: Based on medica

com m_u_n_icab!e diseases of patients and record review, observation, review
personnél, of facility policy, and interview the
facility failed ta follow infection

This STANDARD is not met as evidenced by: control precautions during urinary
Based on medical record review, observation, <oF : “ « patient of five
review of facility policy, and interview, the facility ;atr‘leter ;are fof.one. patient of five

falled to follow infection control precautions patients reviewed,

during urinary catheter care for one patient (#1) of

five patients reviewed. : Plan of Correction

Patient #1 was admitted to the facility on July 26, The deviation from standard

2014; after a motor vehicle accident witha infection control practices was

diagnosis of a Subarachnold Hemorthage. Immediately identified and

Medical record review revealed a urinary catheter addressed and the deficient care to (6] 7/ 30
was inserted on July 26, 2014, and the patlent’ the patient remedied. The registered 2,0lL|
was admitted to the Intensive Care Unit. nurse caring for the patient

Observation on July 28, 2014, at 5:00 p.m., in the recognized his error and it was

patient's room in the Intensive Care Unit, discussed with his manager

revealed Registered Nurse (RN) #1 performing immediately following the Incicent.

urinary catheter care for the patient. Further
observation revealed the RN donned gloves and

LABORATORY DIRE!

Any deficlency glemant endingwitR an asterisk (*) denotes a deficlency which the Institution may-be excused fre correcting previding it{s detarmined that

R'S OR PROVIDER/SUPPLIER REPRESENTATIVE'S SIGNATURE TITLE (¥6) DATE

other safeguardsfprovide sufficient protection to the patients. (Sea Instructions.) Except for nursing homes, the findings stated abova are disclosable 90 days

following the date of survey whether or not a plan of correction Is provided. For nursing homes, the above findings and plans of carrection are disclosable 14
8 following the date these documenits are made available to the facllity. If deficlencles are cited, an approved plan of correction s requisite to.conlinued
Jgram particlpation.
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wiped the patient's perineal area from back to
front during the care with a clean wash cloth.
Continued observation revealed the RN used the
same soiled wash cloth and wiped the patient's
perineal area again from back to front. Further
observation revealed the RN opened a drawer
and retrieved a prepackaged CHG wipe (used for
the prevention of Urinary Tract Infections) without
changing the soiled gloves, opened the
prepackaged CHG wipe, and cleaned the urinary
catheter without changing the gloves or sanitizing
the hands.

Review of facility policy Urinary Catheter:
Indwelling Catheter Care, not dated, revealed,

" for females gently retract the labig to fully
expose urethral meatus and catheter insertion
site...maintain position of hand throughout the
procedure...bacterial growth is common where
the urinary catheter enters the urethral meatus in
both men and women...perform catheter care
each shift as post of routine perineal care..."

Interview with RN #1 on July 28, 2014, at 5:15
p.m., in patient #1's room, confirmed the nurse
cleaned the patient's parineal area from back to
front two times with the wash cloth: Further
interviéw confifmed the nurse obtained the CHG
wipes from the clean drawer using the soiled
gloves and cleaned the patient's urinary catheter
with the soiled gloves.

Interview with the Infection Control Preventiston
July 29, 2014, at 8:30 a.m., in the conference:
room, confirmed the nurse failed to follow
standard infection control practices during the
urinary catheter care. ~ .

ClO #33804

Action Item 2

The individual registered nurse
involved in the deviation from
standard practice received individual
education/mentoring from his
manager related to the areas of
concern atid has an action pfan in
place to ensure the deficient
practice does not recur.

Action Item 3

Computer Based Learning {CBL): The

CAUTI (Catheter Assaciated Urinary
Tract infection) prévention module
assigned to all nursing team
members annually was reviewed
and all content updated with focus
on evidence based criteria for

"necessity; appropriate insertion

techniquep
assessment/maintenance, removal
critéria and infection prevention.

Action item 4

The CBL will be assigned to all
nursing staff on hursing unit 2600
with 100% successful completion to
be achieved no later than

(X4) ID SUMMARY STATEMENT OF DEFICIENCIES D PROVIDER'S PLAN OF CORRECTION (X5)
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- Action plan for A 749 (cont.)
A 7489 | Continued From page 1 A 749

OB/ 15 /2004

oql‘?f
2614
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. , Action plan for A 749 (cont.).
A 821 482.43(c)(4) REASSESSMENT OF A A821
DISCHARGE PLAN o L _ .
completion is measured by a passing
The hospital must reassess the patgent's . score of 80% or greater. Individuals:
discharge plan If there are factors that may affect i g et AP PR
continuing care needs or the appropriateness of Who fail to §qccessft{lly complete the
the discharge plan. CBL initially will réceived
: remediation and re-take the
This STANDARD is not met as evidenced by: learning/test until successfully
Based on medical record review, observation, completed.
and interview, the facllity failed to have an
accurate discharge plan which included ‘ -
Discharge Medication Recorniciliation for one Action ltem5
patient (#7) of eleven patients reviewed. FACT Sheet for Indwelling Urinary ) } 2 /
R . atheter ¢ ' O )18
The findings included: Catheter Cate . . Ll
Created and posted on nursing unit 2014
Patient #7 was admitted to the facility on , 2900 in team member areas to
February 5, 2014, for a total knee replacement ) el N
and the patient was discharged to a Skilled. reinforce expectations of standard
Nursing Facllity on February 10, 2014. practice
Medical record review of an admission history Action ltem 6
and physical dated February 5, 2014, at 3:33 hetionpental — - .
p.m., revealed "...patient long history of right knee Urinary Catheter Simulation
ostevarthritis...has failed conservative treatment Sk '
: Lab/Skills Fair
and elected for right knee replacement...medical ot insartion technidug
history...heart with an atrial septal defect, atrial Focus on proper [nsertion technique,
fibrillation, leaky valve and hypertension...the care and maintenance of indwelling i l (
patient has elected for right total knee urinary catheters Oﬂ 7 | Tt
replacement...will continued following the patient bl A
throughout the hospital course...the patient has . 100% of all nursing staff on nursing
been medically cleared by her primary care: unit 2900 to attend and be
physivian.s evaluated via return demonstration
Medical record review of a consultation report no later than September 17, 2014,
dated February 5, 2014, at 1:00 p.m., written by
the Hospitalist, revealed, “...presents for total
knee replacement and consulted for medical

FORM CMS-2567(02-89) Previous Virsions Obsolata

Event ID; TELG11

Facllty iD: TNPS3H21

If continuation shest Page 3 of &




S g o » PRINTED: 08/11/2014
DEPARTMENT OF HEALTH AND HUMAN SERVICES L 5© RORM APPROVED
CENTERS FOR MEDICARE & MEDICAID SERVICES : OMB NO. 0938-0391

[STATEMENT OF DEFICIENCGIES (*1) PROVIDER/SUPPLIERI/CLIA (X2) MULTIPLE CONSTRUCTION (X3) DATE SURVEY
““ND PLAN OF CORRECTION IDENTIFICATION NUMBER: A BUILDING COMPLETED
" c
440063 B. WING 08/04/2014
NAME OF PROVIDER OR SUPPLIER . STREET ADDRESS, CITY, STATE, ZIP CODE
4 400 N STATE OF FRANKLIN RD
JOHNSON CITY MEDICAL CENTER JOHNSON CITY, TN 37604
(X4 1D SUMMARY STATEMENT OF DEFICIENCIES ID PROVIDER'S PLAN OF CORRECTION (x8)
PREFIX (EAGH DEFICIENCY MUST BE PRECEDED BY FULL PREFIX (EACH CORRECTIVE ACTION SHOULD BE COMPLETION
TAG REGULATORY OR LSC IDENTIFYING INFORMATION) TAG CROSS-REFERENCED TO THE APPROPRIATE DATE
' DEFICIENCY)
N , Action plan for A 749 (cont.)
A 821 | Continued From page 3 A821
management...medications: Pardaxa (blood A e :
thinner) 150mg (milligrams) twice @ day, Digoxin Actopftem®
(medication used to slow the heart rate down) Auditing for Comnpliance :
250mcg (micrograms) daily, Diltiazem The nurse manager andfor infection |57/ :S{zois

Medical record review of an electronic Physlicians

(medication used to control the blood pressure
and heart rate) 120mg dally, Lasix (diuretic) 40mg
twice a day, Potassium Chloride (medication
used for potassium replacement) 20 mEq
(milliequivalents) daily, Salsalate
(anti-Inflammatory medication) 750mg three times
a day, Sotalol (medication used to control cardiac
arrhythmias) 120mg daily, and Trazodone
(medication used far depression) 100mg at
bediime...plan...for hypertension we will continue
with the beta blocker with holding
parameters...that will begin tomorrow on the 6th,
and we will resume her Lasix on the 6th or 7th
depending on how she is doing:..this plan of care
was outlined with the patient and the patient's
husband.. they are agregable..."

Medical record review of the Admission
Medication Reconciliation Report-dated Faebruary
5, 2014, at 1:57 p.m., revealed "..Lasix 40mg
twice a day...not continued..."

Medical record review of a Physicians Progress
nots dated February 7, 2014, at 11:20 anm.,
written by the Hospitallst, revealed, "...on Lasix at
home...on hold at this time;.."

Medical record review of a Physicians Progress
note dated February 9, 2014, at 8:15 a.m.; written
by the cardiologist, revealed "...Lasix 40mg BID
(twice a day)...restart 1x day..."

Order sheet dated February 9, 2014, at 8:31 a.m.,
written by the patlent's Primary Care Physician,

prevention will observe the catheter
care performed on at least 3
patients weekly beginning in
September 2014 to ensure
compliance with standard infection
control practices. The audits will
continue until 100% compliance has
been met for 6 consecutive months.
Findings that do not meet the target
of 100% will have a review of the
event and action plan, including
education, to correct the deficiency.
The findings of the audit will be part
of the Quality Assuranice/Process
Improverment reporting process for
Johnson:City Medical Center.

Action Plan for A8B21 .

The hospital must reassess the
patient’s discharge plan if there are
factors that may affect continuing
care fieeds or the appropriateness of
the discharge plan.
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A 821 | Gontiued From page 4 A 821 [Action Plan for A821 (cont.)
revealed "...Lasix 40mg x 1 daily..." :
Miscliva] record review oihe Disk The STANDARD is not met as
edical record review of the Discharge ) R Vs el
Medication Administration Record dated February evidenced by: Based on medical
9,2014, at 8:31 a.m., revealed ...Lasix 40mg record review, observation and
one tablet one time a day..." interview, the facility failed to have
Medical recard review of the Nursing Assessment an accurate discharge plan which
Reports revealed the patient's weights were as: included Discharge Medication
follows: February 5, 2014, 75kg (kilograms) [165 Yaconciliation for one patient of the:
pounds]; February 9, 2014, 92 kg [202 pounds). BeQij;jliat‘l.Ojlfgr one Pa-t'-e“ otthe
' elaven patients interviewed.
Medical racord review of the Doctors Order Sheet :
Madication Transfer Form revealed the transfer e
form was printed off by the 600 Nursing Unit on i gf Carection
February 7, 2014, at 4:39 p.m. Further medical
record review revealed the telephone order from Action jtem 1
the discharging physician received by Registered e e
Nurse (RN) #10 on February 10, 2014, at 11:49 The inaccuracy of the discharge.
a.n;, revealed no physician's ordér for Lasix. medicatiois for the identified
_ , o - atient was not discovered until K4
Interview with RN #10 on July 29, 2014, at 3:00 p ter the bl e f dts N/Pr
p.m., in the conferance room, revealed the nurse after the patient was transterred 10
was working the day the patient was discharged another faciiity. The patient did not
from the facility to the Skilled Nursing Facllity ire readmission and the error
(February 10, 2014). Further interview revealed "f’“_‘"'"? - '.]SS. A O e
the nurse spoke with the patient's discharging was addressed at the other facility.
physician and confirmed the medications on the
Discharge Medication Reconciliation Sheet which
was dated February 7, 2014: Further interview
revealed *...the medications on the form were (
g,ive:tn to the physician by telephone and | wrote Action [tem 2
the telephone order to continue the: » ' . NI , .
medications.. Lasix was not on thie reconeiliation A corrplete review of the erfor and oz | 13]
sheet that | spake with tha physician about.." medical recard was conducted by 7014
Further interview revealed “...the patient was Rirsing administration and risk o
receiving Lasix on February 10, 2014...] management.
Interview with the CNO on July 29, 2014, at 2:15
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A 821 | Continued From page 5 A821 o
p.m., in the conference room, revealed "...the Action Plan for A821 (cont.)
Lasix and Potassium was held on admission due
to the patient's blood pressure being low...the Action tesi3
patient was started back on the Lasix on ction JieMm: ,
February 9, 2014, and given as ordered by the The individual registered nurse
physician..." involved in the completion of the gl {;l
Interview with the Nurse Manager for the 600 Inaccurate discharge medication 251t
Wing Unit on July 29, 2014,at 2:30 p.m., in the reconciliation received individual b
conference room, revealed "...the reconciliation A : ine from h
form for the patient was printed off on February 7, e‘f'.,““’“""’“‘?f‘““- y _o er.
2014, when the patient was anticipated to be manager related to the areas of
discharged from the facllity...the patient had some concern and has an action plan in
issues with a fast heart rate and,..discharge was & - o
postponed until the patient was medically placs t9 éngure the qeﬁc'e"t
stable...” Continued Interview revealed “...the practice does not recur.
Discharge Medication Reconcillation Sheet Action ltem 4 )
should have been reprinted on February 10, ] ey , .
2014, but it was not, so the discharge medication All nursing stafiand case managers
reconciliation form only showed the medications on nursing units 6400 and 6500 will s { 17 /
from February 7, 2014...therefore the Lasix was receive education spécific to Y
not written on the discharge medication form .." edicati iliat! ith 20!
Further interview confirmed the Lasix was not medication reconciliation wit
continued on the Discharge Medication specific focus on discharge. 100%
Reconclliation Sheet as ordered by the physician completion will be achieved no later
and the facilily failed to perform an accurate . i o
discharge plan for the patient. than September 17, 2014.
Action Item 5
C/O #33661 It was fdentified that the font for the
“nrinted on” date on the discharge a1 g |
medication form was very small and 204
could contribute to the failure to
identify an outdated form, The font
size was addressed by the IS
department and conipleted on
September 18, 2014.
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H 002/ 1200-8-1 No Deficlencias H 002
) Action Plan for A821 (cont.) .
S ey e
28, 2014, through July 30, 20 1iogtl3(g§ns%?1quig Auditing for Compfiance

Medical Center, no deficiencies were cited under | - The nurse manager and/or designee STNhos

1200-8-1, Standards for Hospitals: ‘will audit transferring medication
records at [east 5 patient weekly
beglnnmg in September 2014 to
ensure compliance with the
discharge medication réconciliation
process.: The audlts will continue
until 100% compliance has been met
for 6 consecutive months. Findings
that do not meet the target of 100%
will have a review of the event and
action plan, including education, to
correct the deficiency. The findings
of the audit will be part of the
Quality Assurance/Process
Improvement reporting process for
Johnson City Medical Center.
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F 000 INITIAL COMMENTS

" The Statement of Deficiencizs was amendad on
May 15, 2014, F-571.
272 483.20(b){1) COMPREHENSIVE

; Far2. Ea7z
58=D ASSESSMENTS :

* The fagility must conduct initiafly and periodically
a comprehensive, accurate, standardized
reproducible assessment of each residanl's

+ functional capacity, )

immediately assessed 4by
DON/designee for dentaj !
needs and no negative

| effects noted, Care plan

, was immediately Updated
{ to reflect patient Care
[

‘[ Resident #80 was

: Afacility must raake a comprahenslvs

- 855essment of a resident's needs, using the
resident assessmant instrument (RAI specifiad
by the State, The assessment must include at

least the following: needs.
. Identification and demographic Informaiion; |
-Customary routine; I |’| ,
Cognilive paiterns: | All ather residents were : )
Communication; assessed by ’
Vision; ; ‘ . ;
: i DON/designee for dental i

Mood and behavior patterns:
. Psychosotial well-baing: _ needs and no further
: Physical functioning and structural problers: I deficient practices were
- Continencs; i
Disease diagrosls and hsalth conditions; f noted.
Dental and nutritional status: i
Skin conditions; ©
Activity pursuit: -
: Medications;
. Spacial treatmenis ang procedures;
Discharge potential:
" Documentation of summary information regarding ,
"ths addltlohal 2ssessmant periormed on the cars | assessment and care plan
areas lriggered by the completion of the Ainimum h ; Y ]
Data Sel (MDS}; and documention by 5/20/14
- Documentation of participation in assessment, |

H
1
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PREFIX
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F272" Continued From pags 1

This REQUIREMENT s not met as avidenced
; by:

Sased on medical record review and interview,
the facliily failad lo assess dental needs for ong
resident (780) of twenty-ona residsnts reviewed

. during stags 2,

Tha Yindings includad:

17, 2014, with diagnoses Including Coronary

- Artery Dissase, Chronic Obstrustive Pulmonary

' Disease, and Dlabetes Mellitus.

- Observalion and Intarvlew, with the resident on
April 28, 2014, al 12:01 p.m., In tha resldenl's

, foom revealed the resident had concerns with
dentures. Continued intarview revealed the

resident has not experiencad any welight loss and

. does nol have any problem aating,

- Interview with the Director of Nursing on April 30,

12014, at 11:38 a.m., in the facllity conferance
room confirmed the facility had failed to assess
. the residanl's dental nesds,
F 279 483.20(d), 483.20(k)(1) DEVELOP
83=D COMPREHENSIVE CARE PILANS

A faeility must use the results of the assessmant

 to develop, review and revise the resident's
- comprehensive plan of care,

Resident #30 was admiited to tha facility on Aprit !

I
)
]

F 272

r 279

I
|
|
DON/Designee to :
perform audit of resident i
charts for dental f
assessments to take :
place for 5 residents/day '
for 5 days/week for 2
weeks. Then 3
residents/day for 3
days/week for 2 weeks to
; monitor compliance.

|] Audit information to be
1

documented and
presented to QA !
committee and
l Administrator quarterly
! for evaluation of further
]

' 5/23/2014
possible action. ; /231

|
|

FORM CMS-2567(02-38) Previous Verzfons Obsoléts

Event (D TKDAT

Fazlity 1D TRBCOS feontinuallon sheat Page 2f 6
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DEPARTMENT OF HEALTH AND HUMAN SERVICES
CENTERS FOR MEDICARE & MEDICAID SERVICES

FORM APPRUvEL
OMB NO. 0823.0391

STATEMENT OF DEFICIZNCIES {X1) PROVIDERISUPPLIER/CLIA

{(*2) MULTIPLE CONSTRUCTION

{%3) DATE SURVEY
COMPLETED

The facility must davelop a comprohensive care |

AND PLAN OF CORRECTION 1DENTIFICATION NUMBER: A BUILDING
445255 B. WING 0413012014
HNAME OF PROVIDER OR SUPPLIZR STREET ADDRESS, CITY, STATE, 2P GOOZ
- ) 2511 WESLEY STREET
PRINCETON TRANS CARE AT NORTH
k . JOKNSON CiTY, TN 37601
(x4 1D SUMMARY STATEMENT OF DEFIGIENCIES oD PROVIDER'S PLAN OF CORRECTION i
PREFI% (EACH DEFICIENCY MUST BE PRECEDED BY FULL ' PREFIX (EACH CORRECTIVE ACTION SHOULD 8F | COMPLENON
TAG REGULATORY OR LSC IDENTIFYING IFORMATION) TAG CROSS-REFERENCED TO THE APPROPRIATE [ DA
DEFICIENCY) !
- | ‘ Resident #76 was assessed by {
F 278" Conlinued From pags 2 F2 DON/designee without any I
|
]
i

plan for sach resident that includes measurable
- objeclives and timetables to meet a resident’s !
medical, nursing, and mental and psychosocial
: neads that ars idenlified in the com prehensive |
; assessmenl, i
I
- The care plan must describe the services that ars '
to be furnished to attain or maintain the resident's
highest practicable physical, mental, and ;
psychosocial well-being as required under i
§483.25; and any services that would otherwise i
e requirad under §483.25 but are nol provided ;
due 1o lhe resident's exercise of rights under
§483,10, including the right to refuse treatment ,[
_under §483.10(b)(4). i

This REQUIREMENT is not meal 2s evidenced
by:
3ased on medical record review and intervisw,
the facility failad to develop a comprehensive i
, care plan lo address depression for one resident !
| (#76), and failed to develop a care plan fo '
: address dialysis for ona rasident (w24) of
: twenty-one rasidents reviewed during slags 2. i

j The findings included:;

v
i

- Resident #76 was admitted to the facility on April

1 22, 2014, with diagnoses including Migraines with l'

: Right Sided Weakness, Deconditioning, and '
Varlable Expressive Spesch, |

' 1
Medical record review of the current Physician's
medication orders revealad, "...Paxil

* (antidepressant) 20 mg (milligrams) for |
depression..." Continued medical record review of
ihe care plan updated April 29, 2014, revealed no i

Indication of negative effects and

care plan was immediately updated

for patient care needs.

All care plans for patients with

depression diagnosis were assessed
by DON/designee and no other care
plans were found to be deficient.

DON/Deslgnee to inservice alf
registered nurses an patient
assessment and care plan
documention by 5/20/14.

DON/Designee to audlt care plans
of patients with depression
diagnosis 3 residents/day for 3
days/wk for 2 weels, 2
resldents/day for 2 days/wk for 2
weeks to monitor compliance.
Documentation to be presented to
QA committee and administrator
for evaluation for possible further
action .

. Resident #94 was assessed by
- |DON/deslgnee for dialysis{renal
" |needs without any negative effects

‘Indicated, and It was found that the

' patient's order for dialysls was
' being followed and care plan was

immediately updated to reflect
ipatlent cara needs,
All care plans for patients with
ordet for dialysis were assessed by
DON/designee and no ather care
plans were found to be deficient.

DON/Designee o inservice al|
registerad nurses on patient
assessment 2nd care plan
documention by 5/20/14,

FORNW TS 2557(02-28) Previous Viersions Obaslelo Svenl 1D, TKDAH

Fazilhy 1D: TNS0O4

If continuolizn shael Page 355
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DEPARTMENT OF HEALTH AND RUMAN SERVICES

FORM APPROVED
OMB NO. 0938-0391

CENTERS FOR MEDICARE & MEDICAID SERVICES
STATEMENT OF DEFICIENCIES (X1) PROVIDERISUPPLIER/CLIA {X2) MULTIPLE CONSTRUCTIDN (X3) DATE SURVEY
AND PLAN OF CORRECTION IDENTIFICATION NUWSER: A BUILDING COMPLETED

445358 8, WING 04/30/2014

NAIAE OF PROVIDER OR SUPPLIER STREST ADDRESS, CITY, STATE, ZIP CODE

2511 WESLEY STREET
PRINCETON TRANS CARE AT NORTH
TEETON TRANS CARE AT NORT JOHNSOR CITY, TN 37601
%4) 1D SUMMARY STATEMENT OF DEFIGIENCIES D l PROVIDER'S PLAN OF CORRECTION | oo
PREFIX (EACH DEFICIZNCY MUST BE PRECEDED BY FULL * PREFI EACH CORRECTIVE ACTION SHOULD 85 [ CoMPLETION
TAG REGULATORY OR LSC IDENTIPYING INFORMATION) YAG ¢ GROSS-REFERENCED TO THE APPROPRIATE i DATE
; ; DEFICIENSY) i
F 278 Continued From page 3 _ F 279! ' .
documentation of the depresslon. : : ]'
Resident #94 was admitted to the facility on April | ! )
23, 2014, with diagnoses including Cerebral | DON/Designee to audit all current
i Vasceular Accidant, Vaneomyein Resistant | dialysis patients and new dialysis
 Enterococcus, and Dialysis, H admissions 25;/vsk for 2 weeks and
} ; } l then 1x/wk for 2 weeks to menitor
| Medical racord review of the Long Term Care ! - compliance. Audit information to
! Physiclan orders datad April 23, 2014, revealed | be documented and presented to
"...dlalysls Tue (Tuesday), Thur (Thursday), Sat QA committee and Administrator
(Saturday)...no BP LUE (left upper extremity)..." quarterly for evaluation of further
:. . [ . possible action, .
 Interview with tha Diractor of Nursing on Aprl 29, | f 15/23/2014
1 2014, a1 3:30 p.m., In the facllity conferance room | ——
conilrmed the care plan failad to address the |
dapression for resldant #76 and falled lo address
, the dialysis 7or resident #84. : i
F 371: 483.35(l) FOOD PROCURE, | F 371, J
$S=F - STORE/PREPARE/SERVE - SANITARY |
. !

* Thea fauility must -

'(1) Procurea jood from sourcas approvad or
considered satisfactory by Federal, State or [ocal
authoritiss; and
(2) Store, propare, distribute and serve food
under sanftary conditions

]

: This REQUIREMENT is not met as evidenced

iby:

! Based on observation, facliity policy review, and

{intarview, the facility ailed (o maintain a sanitary

f kilchen by falling to properly store foads and
falling to provide proper hand sanitation

" equipmant for one of ona kitchan raviawsd,

e — —

FORM CIvS-2587(02-92) Pravious Versions Ob2olsle

Svenl 1D: THOATT

Focllity 12: THBOD4 If contlhuation sheet Pags 4 of 5
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DEPARTMENT OF HEALTH AND HUIMAN SERVICES FORM APPROVED
CENTERS FOR MEDICARE & MEDICAID SERVICES OB ND., 093&-0291
STATEMENT OF DEFICIENCIES {%1) PROVIDER/SUPPLIGR/CLIA (%2} MULTIPLE CONSTRUCTION (%3) DATE SURVEY |

AND PLAN OF GORRECTION IDENTIFICATION NUIMSER; A, BUILDING COMPLETED
445558 3. WING 0413012044
NAWS OF PROVIDER OR SUPPLIER STREET ADDRESS, CITY, STATE, 217 GODE
ETON T A NG o . 2511 WESLEY STREET
PRINCETON TRANS CARE AT NORTH JOHRSON CITY, TN 37601
(4D | SUMMARY STATEMENT OF DEFICIENCIZS D PROVIDER'S PLAN OF CORRECTION (s
PREFIX | (EACH DEFIGIENCY MUST 8E PRECEDED BY FULL PREFIX | (EACH CORREGTIVE AGTION SHOULD 36 [ COMPLETION
4G ! REGULATORY OR LSC IDENTIFYING INFORMATION) !1 G| caoss-namnegggglzﬁ :\';4)5 APPROPRIATE | DaTE
: [ . It
! {
F 371 Continuad From page 4 F 374 Allopen, unlabeled and
i : undated-items were
' The findings included: . immediately disposed of by
i dietary manager. :
Obssrvation on April 28, 2014, at 10:10am, ' ; Allother items located in the |
with the Dietary Manager, in the kitchen prep area | ! Kitchen prep area, freezer, |
revealed the following ftams all opened, undatad i | refrigerator and dry storage I
*and unlabeled: three boxes of rice, one box of | areas were immediately !
cream of wheat ceraal, one bag of sugar, one ; assessed and no other :
wag of pancake mix, one bag of flour, one box of ! packages or contalners were '
- corn starch, one box of grits, two bags of Instant : found to be deficient. ;'
mashad potaloes, one bag of biscuit gravy mlx, | 0o
one bag of chicken gravy mix, one package of |  Dietary Manager/designee to '
- ranch dressing mix, one bag of pasta mix, one (| ‘neervice food service
» bag of beef gravy mix, thres bags of franch fried l personne) on labeling, dating,
+ onion mix, and one bag of pork gravy mlx, and open packages by
i ’ 5/14/14. Monltoring of this
Observallon on April 28, 2014, at 10:20 a.m,, wilh J Information added to Basic |
i the Dietary Manager, in the walk-In fraexer | Sanitatlan Checklist form,
I revealad ths following items al openad, undated, ! J . }
- and unlabeled: one box of pork sausags puree | Dietary Manager/Designee to |
: patties, ons bag of broceoli, one bag of onion ' ’ assess dietary department for {
rings, one bag of franch frizs, and one bag of open, unlabeled and undateqd )
diced potaloss, ! I ftems Sxfwk for 2 weeks, X
| | + then 3 days/wk for 2 vreels '
¢ Observation on April 28, 2014, al 10:25 a.m., with | | to monitor compliancs.
+ the Dietary Manager, in the walk-in refrigeralor, Dietary Manager to
‘revealed the following items all opened, undaled, ! communicate this
and unlabeled: one package of siiced chosse ang : fnformation to QA committee 1123/ e
one fube of whipped cream. Further observation an6 administrator for |
in the dry storage room revealed the following - | evaluation for further ;
- itams all opened, undaled, and unlabslod: ona | { possible a e I
¢ - € action, i
bag of granola cereal, one bag of bread crumbs, _ :
and two bags of egg noodles. j :
Review of facility policy, Food and supply Storaga ; f i
rProcedures, revised Jan uary 2012 revealed i } '
"...cover, label and date unusad portions and i ; i
open packages..." : ;
- | I |
Event ID: TKDA Y Fozllity 12; TR8064 if continualion shesl Page 5of§

FORM C148-2567{02.22) Provisus Verslang Ssolale
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DEPARTIMENT OF HEALTH AND HUMAN SERVICES
CENTERS FOR MEDICARE & MEDICAID SERVICES

FORM ArFRUVED
OMB NO. 0938-0381

STATEMENT OF DEFICIENCIES (1) PROVIDERISUPPLISR/CLIA (%2} MULTIPLE CONSTRUCTION %2 DATEP LSéJ_I@_\gEY
AND PLAN OF CORRECTION IDENTIFICATION NUMBER: A BUILDING COMPLETE
- 445355 2 iee 0413012044
NAME OF PROVIDER OR SUPPLIER STREET ADDRESS, CITY, STATE, Z2IP cObs
2591 WESLEY STREET
PRINGETON TRANS CARE AT NORTH JOHRSON CITY, Tt¢ 37601
JARY STATEMENT OF DEFICIENCIES 0 PROVIDER'S PLAN OF CORREGTION o
;('5“:1:':?' (Ekc?“ugaé‘;la\ésgl;:xﬂ BEO ;REEEDED BY FULL PREFI I (EACH CORRECTIVE ACTION SHOULD 5E ] co#-g’l:%ﬂov\
e REGULATORY OR L3C IDENTIFYING INFORNATION) TAG | CROSS-REFERENDED TO THE APPROPRIATE
! i DEFICIZNCY)
1 - l :
F 371 Continued From page 5 F 371 Trash cans n hand washing .

I Interviaw with the Dietary Manager on April 28,

! 2014, at 10:40 a.m., In ths Kilchen confirmed the
facility had falled lo follow facllity policy for food
slorage.

|
| |

 Observation with the Dietary Manager on April
'28, 2014, at 10:40 a.m., at tha hand washing sink
“in the kitchen revealed two of two trash cans with
" no fool pedals fo prevent cross contamination

: after sanitizing the hands,

: 2014, at 10:40 a.m., in the Kifchen confirmad the

*faclllty had fallad to prevent eross contamination
by not providing proper hand sanitation
equipment,

i |
' Interview wilh the Dietary Manager on April 28, ‘
1

1

!

;areas without foot pedals were
! ’replaced with trash cans which
I utilize foot pedafs on 5/3/14,
* Other trash cans located at
: hand washing areas were
i _assessed and no other
’ receptactes were found to be
| deficient.
I Dietary manager to monitor
f use of garbage container Sxfwik
i for 2 weeks and then 3x/wk for
2 weeks to monitor
compliance.
Dietary manager/designee to
inservice food service
personne] on handwashing and
= use of trash cans with foot
pedals to avoid cross
contamination by 5/19/14,
Funetionality of trash ¢ans to be
added to monthly kitchen
inspection.

L

'5/23/2014

—— e,

FORM, CMS:2557(02-9%) Prevlbus Versions Dbzalsts Event (D THDATY

Fazllity 1D: TNDOO4

Il eontinuation shast Poos 5015
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FORM APPROVED

Division of Heslth Care Facilliies
STATEMENT OF DEFICIENCIES (X%) PROVIDER/SUPPLIERICLIA {%2) ULTIPLE CONSTRUCTION (%3) DATE SURVEY !
AND PLAN OF CORRECTION' IDENTIFICATION NUMSER: o . COMPLEYED

A, BUILDING:
TRI00Z B, WING Q413012014
NAME OF PROVIDER OR SUPPLIER STREET ADDRESS, CITY, STATE. ZiP CODE
) 2571 WESLEY STREET

ANCETON TRANS CARE AT RORT]

PRINCETON TRANS CARE Af NORTR JOHNSON CITY, YN 27801
! R SUMMARY STATEMENT OF DEFIGIENCIES N PROVIDER'S PLAN OF CORRECTION L o
PREFIX (EACH DEFICIENCY IMUST BE PRECEDED BY FULL . PRSEIX (EACH CORREGTIVE ACTION SHOULD 35 I complETs
4G REGULATORY OR LSC IDENTIFYING INFORMATION) . TAG CROSS-REFERENCED TO THE APPROPRIATE DATE
) i DEFICIENGY)
N 000

N 300: Initial Comments

- Alicensure survey was complatad on April 28-30,

: 2014, al Princelon Transitional Care. No

. deficiencies ware cited under Chapter 1200-8-8,
Standards for Nursing Homes, I.

f
ji T
|

Divislon of Hgalth Care Faclliios

LLBDRSTORY DIRECTOR'S OR PR ENTATIVE'S BIGNATURE

SEZ

“r T AKDAY




: 149 © 05/61/201
DEPARTMENT OF HEALTH AND HUMAN SERVICES PR'?SE&‘A%%OVE'S

CENTERS FOR MEDICARE & MEDICAID SERVICES OMB NO. 0938-0391
STATEMENT OF DEFICIENCIES (%1} PROVIDER/SUPPLIERICLIA (92) MULTIPLE CONSTRUGTION (%3) DATE SURVEY
AND PLAN OF CORRECTION IDENTIFICATION NUMSER: A. BUILDING 01 - MAIN BUILDING 04 COMPLETED

445356 B. WiNG 04129/2014

NAME OF PROVIDER OR SUPPLIER STREET ADDRESS, GITY, STATE, ZIP GODE

2511 WESLEY STREET

RINCETOLW 'S
P TON TRANS CARE AT NORTH JOHNSON CITY, TN 37601

(X4} 1D SUIMMARY STATEMENT OF DEFICIENCIES D PROGVIDER'S PLAN OF CORRECTION H (%5)
PREFIX (EACH DEFICIENCY MUST BE PRECEDED BY FULL PREFIX (EACH CORRECTIVE ACTION SHOULD BE { COMPLETION
TAG | REGULATORY OR LSC IDENTIFYING INFORMATION) TAG CROSS-REFERENCED TO THE APPROPRIATE DATE

i J DEFICIENCY)

Corroded sprinkler heads found

K 062 | NFPA 101 LIFE SAFETY CODE STANDARD K062 iy the physical therapy gym
S8S8=D ) . were replaced on 5/15/14.
| Required automatic sprinkler systems are All other sprinkler heads
continuously maintained in refiable operating liocated within the resident area

condition and are inspected and {ested

periodically.  19.7.6, 4.6.12, NFPA 13, NFPA 25, were assessed by Facility

engineer and no other sprinkler

%S heads were found to be
defictent.
Administrator to Inservice
This STANDARD s not met as evidenced by: maintenance director on life
NFPA 25, 5.21.1.1 Sprinklers shall not show safety code for sprinkler system
signs of leakage; shall be free of corrosion, malntenance by 5/13/14.
foreign materials, paint, and physical damage; Cleaning and inspecting of all
and shall be installed in the proper orientation sprinkler heads to be entered
(e.g., upright, pendent, or sidewall). into work order system for
NFPA25,5.2.1.1.2 Any sprinkler shall be quarterly completion and
replaced that has signs of leakage; is painted, documentation by facility
cqrro‘d?_d, damaged, or loaded:; or in the improper engineer,
orientation. ) i
Based on observation and interview, it was Facllity Eng'"eerl/deS'gnee o
determined the facilily failed to ensure sprinkier perfo",n quaftef VigaaESsTent
heads were free of corrosion. of facllity sprinkler heads.
Documentation to be

The findings include:

Observation and interview with the Maintenance
Director, on April 29, 2014 at 7:55 a.m.
confirmed 2 of 10 sprinkler heads in Physical
therapy were corroded.

This finding was verifiad by the Maintenance
Supervisor and acknowledged by the
Administrator during the exit conierence on April
29, 2014.

K077 | NFPA 101 LIFE SAFETY CODE STANDARD K077

$8=D

presented to QA committee
and administrator for
evaluation for possibie further
actlon.

| '5/23/2014

Piped in medical gas systems comply with NFPA
99, Chapter 4.

1 This STANDARD is not met as evidenced by:
LABORATORY DIRECTOR'S OR PROVI

= "R%IEHREPRESENTATNE‘S SIGNATURE TITLE (%8} DATE
— 2554 AAA AL e ‘5‘/’4/&!

2 gisk (") denoles a deficiency which the institution maey be excused from correcting providing i is detérmined {hat
ol “f g oh to the patienls. (See inslruclions.) Except for nursing homes, the findings stated above are disclosable 90 days
i @ dele of survey whether or not a plan of correction is provided. For nursing homes, the above findings and plans of correction are disclosable 14
gzys following (he dale these documents are made available lo the facility. If deficiencles are cited, an approved plan of correction is requisile lo continuad
program participation,

FORMN; CIMS-2567(02-89) Previous Versions Obsolele Event ID: TKDA21 Facllity 1D: TNODD4 1 continuation sheel Page 1of2
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DEPARTMENT OF HEALTH AND HUMAN SERV ICES

PRINTED: 05/01/2014
FORNM APPROVED

CENTERS FOR MEDICARE & MEDICAID SERVICES OMB NO. 0938-0391
STATEIMENT OF DEFICIENCIES (*1) PROVIDER/SUPPLIER/CLIA {2} MULTIPLE CONSTRUCTION (X3) DATE SURVEY
AND PLAN OF CORRECTION {DENTIFICATION NUMSER: A. BUILDING 01 - IGAIN BUILDING 01 COMPLETED

445356 BWING 04/29/2014

NAME OF PROVIDER OR SUPPLIER STREET ADDRESS, CITY, STATE, ZIP GODE

, 2511 WESLEY STREET
PRINCETON TRANS CARE AT NORTH JOHKSON CITY, TN 37601
{(X4) 1D SUMMARY STATEWENT OF DEFICIENCIES ) PROVIDER'S PLAK OF CORRECTION o) |
PREFIX (EACH DEFICIENCY IMUST BE PRECEDED BY FULL PREFIX (EACH CORRECTIVE ACTION SHOULD BE COMPLETION
TAG REGULATORY OR LSC IDEIXTIFYING INFORMATION) TAG CROSS-REFERENCED TO THE APPROPRIATE DATE
DEFICIENCY)
|
Ka77 Conﬁnued From page 9 K 077 Excess amount of 02 cylinders
Based on observation and interview, il was \ere removed from room and
determined the facility failed to ensure electric reduced to 12 cylinders to
instalfation in storage focations or manifold comply with regulation by
enclosures for nonflammable medical gases 5/15/14
comply with the staridards of NFPA 99. Electric Other areas of facility were
wall fixtures, swilches, and receptacles shall be assessed by facility engineer far
installed in fixed locations not less than 5-feet excessive 02 tanks without
above the floor as a precaution against their indication of further deficiency.
_?-E)efsfllcna(jlgggn '?l%'eugeggg NERR SN2 @4) Ma.intenance director/designee
Observalion with the Maintenance Director on to inservice staff me{nhers
April 29, 2014 at 7:30 AM confirmed the designated to adl?ﬂmster 02 on
respiratory therapy storage room used for storing reguiatory compliance for 02
23 E -size oxygen cylinders had electrical storage by 5/23/14
switches and oullets located lower than 5-feet Facility Engineer/designee to
above the floor. perform audit of 02 storage
This finding was verified by the Maintenance Sx/whk for 2 weeks, and then
Supervisor and acknowledged by the 3xfwk for 2 weeks to monitar
Administrator during the exit conference on April compliance. Documentation to
29, 2014. be presented to QA committee
and administrator for
evaluation for possible further
action. 5/23/2014

Evenl ID: TKDA21

Facliity 1D: TNO0OD4

If continuation sheet Page 2 of 2



151 PRINTED: 05/01/2014

FORM APPROVED
Division of Health Care Facilities
STATEMENT OF DEFICIENCIES (X?) PROVIDER/SUPPLIERICLIA | (X2) IMULTIPLE CONSTRUGTION (%3) DATE SURVEY
AND PLAN OF CORREGTION IDENTIFICATION NUMBER: A. BUILDING: 01 - MAIN BUILDING 01 COMPLETED
TNS004 B. WING ' 0412812014
NAWE OF PROVIDER OR SUPPLIER STREET ADDRESS, CITY, STATE, ZIP CODE
: 2511 WESLEY STREET
1
PRINCETON TRANS CARE AT NORTH JOHNSON CITY, TR 37601
(%4) D SUMIMARY STATEMENT OF DEFICIENCIES f D PROVIDER'S PLAN OF CORRECTION X5}
PREFIX (EACH DEFICIENCY MUST BE PRECEDED BY FULL PREFIX (EACH CORRECTIVE ACTION SHOULD BE COMPLETE
TAG REGULATORY OR LSC IDENTIFYING INFORMATION) TAG CROSS-REFERENCED TO THE APPROPRIATE DATE
! DEFICIENCY)
!
N 002} 1200-8-6 No Deficiencies ; N 002
{
During the Life Safety portion of the annual
Licensure survey conducted on April 29, 2014, no
deficiencies were cited under 1200-8-8, |
Standards for Nursing Homes. ;
|
Division of Health Care Facliities
(X8) DATE

LA “RATORY DIRECTOR'S OR PROVIDER/S pLTESENTATI\IE’S SIGNATURE TITLE
' %—f& g? '3"“!_‘ Ao—:\ N fc s ds .‘:)// e/ {H

@ v “aisoa TKDA21 It continuatfon shagt 1 of 1




STATE OF TENNESSEE

DEPARTMENT OF HEALTH
OFFICE OF HEALTH LICENSURE AND REGULATION
EAST TENNESSEE REGION
7175 STRAWBERRY PLAINS PIKE, SUITE 103
KNOXVILLE, TENNESSEE 37914

June 27, 2014

Mr. Ryan Youngblood, Administrator
Princeton Transitional Care at North
2511 Wesley Street

Johnson City TN 37601

Re: 44-5356

Dear Mr. Youngblood:

The East Tennessee Regional Office of Health Care Facilities conducted a Health and Life
Safety Code recertification survey on April 28 - 20, 2014. A desk review of your plan of
correction for deficiencies cited as a result of the survey was conducted June 26, 2014. Based
on the review, we are accepting your plan of correction and are assuming your facility is in
compliance with all participation requirements as of May 23, 2014.

If you have any questions, please contact the East Tennessee Regional Office by phone: 865-
594-9396 or by fax: 865-594-5739,

Sincerely,

anen Yok Joff

Karen B. Kirby, R.N.
Regional Administrator
ETRO Health Care Facilities

KK:afl
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STATE OF TENNESSEE .

COUNTY OF Washington

Grace Pereira , being first duly sworn, says that
he/she is the applicant named in this application or his/her lawful agent, that this project
will be completed in accordance with the application, that the applicant has read the
directions to this application, the Tennessee Health Services and Development Agency
and T.C.A. § 68-11-1601, ef seq., and that the responses to questions in this

application or any other questions deemed appropriate by the Tennessee Health

Services and Development Agency are true and compjét

K’SIGNA“’I’U

’fz?gHrNcrO“ &
W \
Sworn to and subscrlbed before me this i day ofgfm‘tmber’ Z 'Q‘ a Notary

I (Month) (Year)

Public in and for the County of u){}shl'n\a)'f'@h State of Tennessee.

S @ OB

NOTARY PUBLIC

My commission expires September 29, 2015

I (Month/Day) (Year)

HF-0056
Revised 07/02 — All forms prior to this date are obsolete
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SUPPLEMENTAL #1
156 September 29, 2014
10:30 am

1. Section A, Applicant Profile, Item 5 (Management/Operating Entity)

A non-binding letter of intent for management services from Signature Healthcare
in Attachment 1 is noted. Please complete Item 5 of the application and resubmit
page 4.

Please attach a copy of the draft management agreement that at least includes the
anticipated scope of management services to be provided, the anticipated term of
the agreement, and the anticipated management fee payment methodology and
schedule.

Please describe the management entity’s experience in providing management
services for this type of facility, which is the same or similar to the applicant facility.
Please also describe the ownership structure of the management entity.

RESPONSE: Item 5 has been revised and the updated page 4 of the original
application is provided in Attachment 1 along with the requested draft
management agreement.

Signature HealthCARE was founded in November 2007 through an acquisition of
assets of Home Quality Management, Inc. Today Signatures owns and operates
over 120 long-term health care and rehabilitation sites across ten states, including
Kentucky, Indiana, Ohio, Tennessee, Virginia, Florida, Georgia, Alabama,
Maryland and North Carolina. A growing number of Signature centers are earning
five-star ratings from the Centers for Medicare & Medicaid Services which speaks
to the quality of their care. Signature’s vision is “to radically change the landscape
of long term care forever” and its mission is that “our family-based organization will
revolutionize the Long Term Care industry through a culture of resident-centered
healthcare services, personalized spirituality, real quality of life initiatives and stakeholder
education and empowerment, to earn the trust of every resident, family and community we
serve.”

Signature has been on the US New and World Report for Best Nursing Homes for
the past four years (2011 -~ 2014). They are a very experienced post-acute care
operator with services across a variety of areas including nursing center,
rehabilitation centers, and home care, as well as several critical access hospitals.

The management entity will be a Delaware limited liability company and Signature
HealthCARE, LLC owns 100% of that entity.

2. Section A, Applicant Profile, Item 13

New TennCare Managed Care Contract with the Bureau of TennCare will take
effect January 1, 2015 with full statewide implementation for AmeriGroup,



SUPPLEMENTAL #1

Ms. Melanie Hill 157 September 29, 2014
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BlueCare Tennessee and United Healthcare. Please indicate the stages of contract
discussions with each MCO for these new contracts.

RESPONSE: Mountain States Health Alliance already has existing contracts in
place with BlueCare Tennessee and United Healthcare (AmeriChoice). MSHA is
currently in contract discussions with AmeriGroup as there is not an existing .
contact already in place. These discussions are progressing and MSHA estimates it
is about a third of the way to completing that contract agreement.

3. Section A, Project Description, Item I

The applicant has requested consent calendar for this project. Please address the
reason consent calendar is being requested as it relates to each of the following: 1)
Need, 2) Economic Feasibility, and the 3) Orderly development to health care.

What are the current and proposed plans for Franklin Transitional Care (13 beds).

RESPONSE: The request to be placed on the consent calendar was made because
this project only involves the relocation of an existing service 4 miles away within
the same city and the same county. Princeton Transitional Care is an existing
service and the request is to relocate from its current location at Quillen
Rehabilitation Hospital 4 miles away to Johnson City Medical Center. All entities
are owned by Mountain States Health Alliance and in fact, Quillen Rehabilitation
Hospital is technically a satellite campus of Johnson City Medical Center.

This project is not requesting any additional beds. The need for the project is based
on internal operational opportunities to enhance the programmatic space and
infrastructure at Quillen by moving PTC to Johnson City Medical Center. The
economic feasibility is demonstrated by the minimal costs associated with the
project. The orderly development to healthcare is demonstrated by the opportunity
to enhance services at QRH by freeing up space currently used by PTC.
Furthermore, PTC will continue to be available to the community within Johnson
City Medical Center. This move 4 miles away will have no bearmg on ex1st1ng .
providers in the market.

Franklin Transitional Care’s license is currently on inactive status.” On September
10, 2014 the Board for Licensing Health Care Facilities met and granted FTC's
request for its license to be on inactive status as MSHA and Signature HealthCARE
develop an elder care campus that will include independent living, assisted living,
and skilled nursing care. Once that campus is opened (targeting June 2016), the .
intent is to reactivate FTC’s license and operate those beds on the new campus.
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4. Section B, Project Description, Item 1L A. and ILB.

The applicant notes total construction cost of $18,000 or $1.26 PSF. However, the
Project Costs Chart construction cost is $10,500 which calculates to .73 cents cost per
square foot. Please revise and submit a replacement page and also square footage
and cost per square footage chart.

The notation of 13 FTC SNF beds in the table of page 9 as being suspended is noted.
However, please clarify what is meant as being “suspended”.

RESPONSE: The replacement page is provided in Attachment 2 as well as a
revised square footage and cost per square footage chart.

The reference to FTC’s status as suspended is related to their license being on
inactive status as noted in response to supplemental question 3.

5. Section B, (Project Description) Item III (Plot Plan)

Please submit a revised plot plan that indicates the location of the applicant’s
structure and size (acres).

RESPONSE: A revised plot plan with the requested modifications is provided in
Attachment 3.

6. Section C, Need Item 2b. (Specific Criteria -Construction, Renovation,
Expansion, and Replacement)

The Princeton Transitional Care Volume chart is noted. However, please clarify
how the applicant expects to achieve 9,516 patient days in Year One while patient
days have been in decline from 11,131 days in 2010 to 8,839 in 2014.

RESPONSE: Despite the decline in volumes in 2010 and 2011, Princeton
Transitional Care has maintained volumes near 9,000 patient days for the past three
years. The projection to grow patient days to 9,516 by Year 2 is based on the
continued steady volumes plus focused resources within Johnson City Medical
Center to-ensure appropriate patient placement. As noted in the original
application, Signature HealthCARE is a regional expert in this area with 123
locations over ten states. Some of the expertise they will bring includes resources to
educate providers when skilled nursing care is a viable placement option. It is
believed that there are some patients who are appropriate for skilled nursing care,
who are currently kept longer in the acute care setting. Appropriate education and
close relations with patient resource management will ensure patients are placed in
the appropriate setting as quickly as possible, especially when one resource option
is available within the hospital walls.
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7. Section C, Need Item 4(a) 4.(b) (Specific Criteria ~Construction, Renovation,
Expansion, and Replacement)

The applicant has provided a practical need to change the proposed new site. As
directed, please also provide some significant legal and financial need.

Please clarify if patient costs will increase as a result of the proposed relocation.

RESPONSE: The question states the applicant should provide practical, legal or
financial need and therefore the most appropriate response, which is the practical
need, was provided in the original application. There is a legal need in that once
HealthSouth and MSHA complete their joint venture, that entity will purchase
QRH and this essentially displaces PTC as PTC is not part of the purchase
agreement.

Patient costs are not anticipated to increase as a result of the proposed relocation.
8. Section C, Need Item 2

Please indicate how the Certificate of Need process is related to the applicant’s
long-range development plans. If ‘applicable, a brief background of previously
approved CON projects related to this proposed project would be helpful.

Response: As described in the original application, this request to relocate PTC
will enable MSHA to move forward with its long-range plan of enhancing its post-
acute care service offerings in Washington County. This long-range plan includes
multiple phases over time, with the first occurring in the near term, which is the
enhancement of rehabilitation services at QRH. In order to leverage the expertise
that will be brought to QRH by the new relationship with HealthSouth, expansion
of QRH’s programmatic space and improvements to its infrastructure necessitate
additional square footage which PTC currently occupies. By relocating PTC to
JCMC, the first phase of the long-term plan to enhance post-acute services can
proceed. The second phase of the long-term plan is to leverage expertise of
MSHA’s second post-acute partner in Washington County, which is Signature
HealthCARE. By engaging Signature in an agreement to manage PTC at its
proposed location within JCMC, MSHA will be able to leverage Signatures’
expertise and resources to enhance the quality of care provided to this patient
population. The third phase of the long-term plan will be the completion of an
eldercare campus in Johnson City. Once that campus is developed, MSHA and
Signature will seek to move all of the PTC and FTC skilled nursing care beds to the
campus that will also contain independent living and assisted living housing
options. '

There have not been any previously approved CON projects directly related to this
proposed project.
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Your response to this item is noted. Using population data from the Department of
Health, enrollee data from the Bureau of TennCare, and demographic information
from the US Census Bureau, please complete the following table and include data

for each county in your proposed service area.

RESPONSE: As requested, the table below has been populated with demographic

data.

= (s

S = - © N N 3

) 5 g8 3 3 ~ ©
Variable g % g 3 § E 3 §

§ O 3 D G S § S
Current Year (2014), Age 65+ | 22,459 | 11,419 | 32,916 | 4198 | 14442 | 3,829| 89263 | 1010447
g‘f"“‘"’ Year (2018), Age 26106 | 12,830 | 36290 | 4,791 | 16,650 | 4279 | 100,946 | 1,174 947
Age 65+, % Change 162% | 12.4% | 103% | 14.1% | 15.3% | 11.8% | 13.1% 16.3%
Age 65+, % Total (PY) 19.0% | 22.0% | 22.8% | 252% | 22.7% | 22.6% | 21.6% 16.8%
CY, Total Population 130,206 | 57,945 | 158,366 | 18,685 | 71,346 | 18,628 | 455,176 | 6,545,936
PY, Total Population 137,400 | 358,274 | 159,393 | 19,003 | 73.260 | 18,952 | 466,642 | 6,961,361
Total Pop. % Change 3.5% 0.6% 0.7% 1.7% 2.7% 1.7% 2.5% 6.4%
TennCare Enrollees 20213 | 6895 | 28,715| 3.644| 13.214| 4.009| 76690 | 1,241,028
TennCare Enrollees as a % 15.5% | 11.9% | 18.1% | 195% | 185% | 21.5% | 16.8% 18.9%
of Total Population
Median Age 39| 432| 456| 462| 46| 442| 438 36.7
Median Household Income | 42,995 | 32,008 | 40,025 | 35,415 | 35.613 | 30,063 | 36170 44,140

2 or @

fzfe"l"’”"" % Below Poverty | 1 20| o005 | 16.9% | 221% | 225% | 25.4% | 19.2% 17.3%

Sources: Bureau of TennCare, US Census Bureau, TN Advisory Commission on Intergovernmental
Relations, UT Center for Business and Economic Research

10. Section C. Need, Item 6

The tables showing utilization of the new facility are noted. Please provide a
composite snapshot from the tables in the response by condensing the information
into the table below. '

RESPONSE: To clarify, this request is not for a new facility. It is to move an
existing service (PTC) from QRH to JCMC. A composite snapshot of utilization for
PTC is provided below. :
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PTC - Historical and Projected Utilization
* Includes Medicare/Medicaid certified beds

Year s Licensed | *Medicare- SNF Other Non Total | Licensed
S Beds | certified beds | Medicare | skilled | skilled | ADC | Occupancy
ADC ADC ADC %
2011 34 34 17.8 10.1 n/a 27.9 81.9%
2012 34 34 16.2 74 n/a 23.6 69.5%
2013 34 34 16.5 8.0 n/a 24.5 72.1%
Year 1- 2016 34 34 - 16.2 82 n/a 244 71.9%
Year 2- 2017 34 34 17.3 8.8 n/a 26.1 76.7%

11. Section C. Economic Feasibility 1 (Project Cost Chart)

The cost of any lease (building, land, and/ or equipment) should be based on fair

market value or the total amount of the lease payments over the initial term of the
lease, whichever is greater. Please indicate the fair market value of the property as
it relates to-the proposed project. -

Please clarify if there are any moving and set-up costs associated with the proposed
relocation.

RESPONSE: There is not a lease option associated with this project. Signature
HealthCARE will be managing the skilled nursing beds, but MSHA will continue to
own the beds and the space. The moving and set-up costs are included in the
contingency costs.

12. Section C. Economic Feasibility 3

The applicant notes total construction cost of $18,000 or $1.26 PSF. However, the
Project Costs Chart construction cost is $10,500 which calculates to .73 cents cost per
square foot. Please revise and resubmit a replacement page.

Please refer to the following HSDA web-site and compare the renovation costs to
approved hospital project construction costs between 2011-2013.

http:/ /tennessee.gov/hsda/applicants_tools/docs/Construction%20Cost%20Per%
20Square %20Foot%20charts.pdf

RESPONSE: A revised page 27 is included in Attachment 4. There are very
minimal costs'associated with -this project totaling $18,000, of which $10,500 is
associated directly with construction ($0.73 per square foot).

Based on the information provided at the HSDA website, these costs are very
minimal compared to other hospital construction costs for projects approved
between 2011 and 2013. While there are some slight refurbishments needed, the
space at JCMC previously housed skilled nursing care in the past, so the project
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costs are considerably lower than other approved renovation projects. According to
the HSDA summary information, the first quartile of renovated construction costs
for hospital approved projects was $107.15 per square foot. This project would only
incur renovation construction costs of $0.73 per square foot.

13. Section C. Economic Feasibility Item 4 (Historical Data Chart and Projected Data
Chart)

The HSDA is utilizing more detailed Historical and Projected Data Charts. Please
complete the revised information Historical and Projected Data Charts provided at
the ‘end of this requests for supplemental information. Please note that
“Management Fees to Affiliates” should include management fees paid by
agreement to the parent company, another subsidiary of the parent company, or a
third party with common ownership as the applicant entity. “Management Fees to
Non-Xffihates” should also include any management fees paid by agreement to
third party entities not having common ownership with the applicant.
Management fees should not inclu%e expense allocations for support services, e.g.,
finance, human resources, information technology, legal, managed care, plannin
marketing, quality assurance, etc. that have been consolidated/centralized for the
subsidiaries of a parent company.

There appears to be calculation errors in the Historical Data Chart for years 2012,
2013, and 2014. Please recheck all figures when transitioning figures to the new
historical data chart located at the end of this document.

RESPONSE: Revised historical and projected data charts are provided in
Attachment 5.

14. Section C. Economic Feasibility, Item 8

The applicant expects losses in Year One and Year Two of the proposed project.
Please indicate when the applicant expects to break-even.

RESPONSE: It is projected to break-even in Year 3. At this time, it is anticipated
PTC will be part of the new eldercare campus and it will be have complete access
to all Signature HealthCARE's resources. While PTC is still at JCMC, there are
some operational components that Signature will not be able to fully implement
until the unit is part of the new eldercare campus that is in MSHA's long range
plan.

15. Section C. Economic Feasibility 9

The breakdown of TennCare/Medicaid and Medicare revenue for 2014 is noted.
However, please direct the response of the question to Year One of the proposed
project and resubmit.

RESPONSE: The breakdown of revenue by payor for Year One of the proposed
project is indicated in the table below.
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| Projected Year One
PAYOR MIX

06 BLUE CROSS

" 08 COMMERCIAL

02 MANAGED MEDICARE
04 TENNCARE $ 1,245,389 5.65%

Total Charges Payor Mix

by Charges

S 7,626,269 34.61%

S 1,111,534 5.04%
S 348,425 1.58%

16. Section C. Orderly Development , Item 7 (b)

Please provide a copy of the latest Joint Commission survey.

RESPONSE: A copy of JCMC's latest Joint Commission survey is included in

Attachment 6.

17. Other

RESPONSE: A copy of the signed affidavit is included in Attachment 7.
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JCMC’s Joint Commission Survey
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Johnson City Medical Center
400 North State of Franklin Rd
Johnson City, TN 37604

Organization Identification Number: 7844

Program(s) Survey Date(s)
Hospital Accreditation 04/02/2012-04/05/2012
Behavioral Health Care Accreditation

Executive Summary

Hospital Accreditation : As a result of the accreditation activity conducted on the above date(s), Requirements
for Improvement have been identified in your report.

You will have follow-up in the area(s) indicated below:

e Evidence of Standards Compliance (ESC)

Behavioral Health Care As a result of the accreditation activity conducted on the above date(s), there
Accreditation : were no Requirements for Improvement identified.

If you have any questions, please do not hesitate to contact your Account Executive.

Thank you for collaborating with The Joint Commission to improve the safety and quality of care provided to
patients.

Organization ldentification Number: 7844 Page 1 of 18
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Evidence of DIRECT Impact Standards Compliance is due within 45 days from the day this report is

posted to your organizatio‘n's extranet site:

Program: Hospital Accreditation Program
Standards: EC.02.03.01

EC.02.03.05

EM.02.02.15

LS.02.01.20

MM.03.01.03

NPSG.15.01.01

PC.01.02.07

PC.03.01.07

UP.01.01.01

EP1
EP4

EP5
EP1,EP13
EP2

EP1
EP1,EP3
EP7

EP1

posted to your organization's extranet site:

Evidence of INDIRECT Impact Standards Compliance is due within 60 days from the day this report is

Program: Hospital Accreditation Program
Standards: HR.01.04.01

LD.04.01.01

LS.02.01.30

LS.02.01.35

MS.01.01.01

RC.01.01.01

EP2
EP2
EP2
EP4
EP10
EP19

Organization Identification Number: 7844

Page 2 of 18
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§482.24 Tag: A-0431 Deficiency: Standard
HAP

Text: §482.24 Condition of Participation: Medical Record Services
The hospital must have a medical record service that has administrative responsibility for medical
records. A medical record must be maintained for every individual evaluated or treated in the
hospital.

CoP Standard Tag Corresponds to Deficiency

§482.24(c)(1)(ii) |A-0454 HAP - RC.01.01.01/EP19 Standard

CoP; §482.41 Tag: A-0700 Deficiency: Standard

Corresponds to: HAP

Text: §482.41 Condition of Participation: Physical Environment
The hospital must be constructed, arranged, and maintained to ensure the safety of the patient,
and to provide facilities for diagnosis and treatment and for special hospital services appropriate to
the needs of the community.
CoP Standard Tag Corresponds to Deficiency
§482.41(b)(1)(i)) |A-0710 HAP - EC.02.03.05/EP4, Standard
LS.02.01.20/EP1, EP13,
LS.02.01.30/EP2,
LS.02.01.35/EP4
CoP: §482.51 Tag: A-0940 Deficiency: Standard
Corresponds to: HAP

Text: §482.51 Condition of Participation: Surgical Services
If the hospital provides surgical services, the services must be well organized and provided in
accordance with acceptable standards of practice. If outpatient surgical services are offered the
services must be consistent in quality with inpatient care in accordance with the complexity of
services offered.
CoP Standard Tag Corresponds to Deficiency
§482.51(b) A-0951 HAP - EC.02.03.01/EP1 Standard
CoP: §482.52 Tag: A-1000 Deficiency: Standard
Corresponds to: HAP

Text:

§482.52 Condition of Participation: Anesthesia Services

If the hospital furnishes anesthesia services, they must be provided in a well-organized manner
under the direction of a qualified doctor of medicine or osteopathy. The service is responsible for all
anesthesia administered in the hospital.

CoP Standard Tag Corresponds to Deficiency

§482.52(b)(3) A-1005 HAP - PC.03.01.07/EP7 Standard

Organization Identification Number: 7844

Page 3 of 18




The Joint @@mmission __September2—9,261_4

Findings
g 10:30 am
Chapter: Emergency Management
Program: Hospital Accreditation
Standard: EM.02.02.15 @
Standard Text: During disasters, the hospital may assign disaster responsibilities to volunteer

practitioners who are not licensed independent practitioners, but who are required
by law and regulation to have a license, certification, or registration.

Note: While this standard allows for a method to streamline the process for
verifying identification and licensure, certification, or registration, the elements of
performance are intended to safeguard against inadequate care during a disaster.

Primary Priority Focus Area: Credentialed Practitioners
Element(s) of Performance:

5. Before a volunteer practitioner who is not a licensed independent practitioner is A
considered eligible to function as a practitioner, the hospital obtains his or her valid
government-issued photo identification (for example, a driver’s license or passport)
and one of the following:

- A current picture identification card from a health care organization that clearly
identifies professional designation

- A current license, certification, or registration

- Primary source verification of licensure, certification, or registration (if required by law
and regulation in order to practice)

- Identification indicating that the individual is a member of a Disaster Medical
Assistance Team (DMAT), the Medical Reserve Corps (MRC), the Emergency System
for Advance Registration of Volunteer Health Professionals (ESAR-VHP), or other
recognized state or federal response organization or group

- Identification indicating that the individual has been granted authority by a
government entity to provide patient care, treatment, or services in disaster
circumstances

- Confirmation by hospital staff with personal knowledge of the volunteer practitioner's
ability to act as a qualified practitioner during a disaster

Scoring Category :A

Score : Insufficient Compliance

Observation(s):

EP5

Observed in Document Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site.

During a review of the hospital disaster privileging requirements for the medical staff it was noted that a valid government-
issued photo identification card was not always required in addition to one of the other listed credentials, for a volunteer
practitioner who is not a licensed independent practitioner.

Chapter: Environment of Care

Program: Hospital Accreditation

Standard: EC.02.03.01
Standard Text: The hospital manages fire risks.

Primary Priority Focus Area: Physical Environment

Organization Identification Number: 7844 Page 4 of 18
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Element(s) of Performance:

1. The hospital minimizes the potential for harm from fire, smoke, and other products ﬁ
of combustion.

Scoring Category :C
Score : Partial Compliance

Observation(s):

EP 1
§482.51(b) - (A-0951) - §482.51(b) Standard: Delivery of Service

Surgical services must be consistent with needs and resources. Policies governing surgical care must be designed to
assure the achievement and maintenance of high standards of medical practice and patient care.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City, TN)
site for the Hospital deemed service.

During the building tour it was observed in elevator mechanical room BK 004 an electrical junction box did not have a
cover plate installed and therefore did not minimize the potential for harm from fire and smoke.

Observed in Building Tour at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City, TN)
site for the Hospital deemed service.

During the building tour it was observed above the ceiling at door # 1 D 121, an electrical junction box did not have a
cover plate installed and therefore did not minimize the potential for harm from fire and smoke.

Chapter: Environment of Care

Program: Hospital Accreditation

Standard: EC.02.03.05
Standard Text: The hospital maintains fire safety equipment and fire safety building features.

Note: This standard does not require hospitals to have the types of fire safety
equipment and building features described below. However, if these types of
equipment or features exist within the building, then the following maintenance,
testing, and inspection requirements apply.

Primary Priority Focus Area: Physical Environment
Element(s) of Performance:

4. Every 12 months, the hospital tests visual and audible fire alarms, including é
speakers. The completion date of the tests is documented.
Note: For additional guidance on performing tests, see NFPA 72, 1999 edition (Table 7

-3.2).

Scoring Category :C

Score : Insufficient Compliance
Observation(s):

Organization ldentification Number: 7844 Page 5 of 18
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EP4

§482.41(b)(1)(i) - (A-0710) - (i) The hospital must meet the applicable provisions of the 2000 edition of the Life Safety
Code of the National Fire Protection Association. The Director of the Office of the Federal Register has approved the
NFPA 101®2000 edition of the Life Safety Code, issued January 14, 2000, for incorporation by reference in accordance
with 5 U.S.C. 552(a) and 1 CFR part 51. A copy of the Code is available for inspection at the CMS Information Resource
Center, 7500 Security Boulevard, Baltimore, MD or at the National Archives and Records Administration (NARA). For
information on the availability of this material at NARA, call 202-741-6030, or go to:
http://www.archives.gov/federal_register/code_of_federal_regulations/ibr_locations.html.

Copies may be obtained from the National Fire Protection Association, 1 Batterymarch Park, Quincy, MA 022869. If any
changes in this edition of the Code are incorporated by reference, CMS will publish notice in the Federal Register to
announce the changes.

This Standard is NOT MET as evidenced by:

Observed in Document Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.

During the document review it was observed that the hospital did not have documentation that all Audio and Visual
devices were tested every 12 months as required by the NFPA. At time of survey there was no documentation of audio /
visual device located in room 1628 was tested in 2010 and 2011.

Observed in Document Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.

During the document review it was observed that the hospital did not have documentation that all Audio and Visual
devices were tested every 12 months as required by the NFPA. At time of survey there was no documentation of audio /
visual device located in room 0934 was tested in 2010 and 2011.

Observed in Document Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.

During the document review it was observed that the hospital did not have documentation that all Audio and Visual
devices were tested every 12 months as required by the NFPA. At time of survey there was no documentation of audio /
visual device located in room BK 05 was tested in 2010 and 2011.

Chapter: Human Resources

Program: Hospital Accreditation

Standard: HR.01.04.01
Standard Text: The hospital provides orientation to staff.

Primary Priority Focus Area: Orientation & Training
Element(s) of Performance:

2. The hospital orients its staff to the key safety content before staff provides care, a _
treatment, and services. Completion of this orientation is documented. (See also
EC.02.03.01, EP 10 and I1C.01.05.01, EP 6)

Scoring Category :C
Score : Partial Compliance

Observation(s):

Organization Identification Number: 7844 Page 6 of 18
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EP 2

Observed in Individual Tracer at Mountain States Rehabilitation (415 State of Franklin Road, Johnson City, TN) site.

It was noted that there was no documented evidence that one contracted housekeeping staff had been oriented to the
key safety contents identified by the organization before providing services.

Observed in Tracer Activities at Mountain States Rehabilitation (415 State of Franklin Road, Johnson City, TN) site.
It was noted that there was no documented evidence that a second contracted housekeeping staff had been oriented to
the key safety contents identified by the organization before providing services.

Chapter: Leadership

Program: Hospital Accreditation

Standard: LD.04.01.01 ESC 60 days
Standard Text: The hospital complies with law and regulation.

Primary Priority Focus Area: Organizational Structure
Element(s) of Performance:

2. The hospital provides care, treatment, and services in accordance with licensure ‘ﬁ
requirements, laws, and rules and regulations. C

Scoring Category :A
Score : Insufficient Compliance

Observation(s):

EP 2

Observed in Individual Tracer at Quillen Rehabilitation Hospital (2511 Wesley Street, Johnson City, TN) site.

It was noted that the organization did not comply with CDC's requirement to put the date of the Vaccine Information
Statement in the medical records.

¥

Chapter: Life Safety

Program: i Hospital Accreditation

Standard: LS.02.01.20
Standard Text: The hospital maintains the integrity of the means of egress.

Primary Priority Focus Area: Physical Environment

Element(s) of Performance:

1. Doors in a means of egress are unlocked in the direction of egress. (For full text and Q
any exceptions, refer to NFPA 101-2000: 18/19.2.2.2.4)

Scoring Category :A
Score : Insufficient Compliance

13. Exits, exit accesses, and exit discharges are clear of obstructions or impediments
to the public way, such as clutter (for example, equipment, carts, furniture),

construction material, and snow and ice. (For full text and any exceptions, refer to

NFPA 101-2000: 7.1.10.1)

Scoring Category :C
Score : Insufficient Compliance

Organization Identification Number: 7844 Page 7 of 18
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Observation(s):

EP1

§482.41(b)(1)(i) - (A-0710) - (i) The hospital must meet the applicable provisions of the 2000 edition of the Life Safety
Code of the National Fire Protection Association. The Director of the Office of the Federal Register has approved the
NFPA 101®2000 edition of the Life Safety Code, issued January 14, 2000, for incorporation by reference in
accordance with 5 U.S.C. 552(a) and 1 CFR part 51. A copy of the Code is available for inspection at the CMS
Information Resource Center, 7500 Security Boulevard, Baltimore, MD or at the National Archives and Records
Administration (NARA). For information on the availability of this material at NARA, call 202-741-6030, or go to:
http://www.archives.gov/federal_register/code_of federal_regulations/ibr_locations.html.

Copies may be obtained from the National Fire Protection Association, 1 Batterymarch Park, Quincy, MA 02269, If
any changes in this edition of the Code are incorporated by reference, CMS will publish notice in the Federal Register
to announce the changes.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at Woodridge Psychiatric Hospital (403 N State of Franklin Road, Johnson City, TN) site
for the Hospital deemed service.

During the building tour it was observed at the Woodridge Hospital, 2 exit doors were locked in the means of exit
egress and did not meet all of the requirement for allowing locked exits doors. Exit door # 1 was locked with 2 locking
devices. A dead bolt lock which needed 1 key to unlock the dead bolt and a maglock which needed another key to
unlock the maglock. Once the exit door is open it enters into a courtyard in which the gate is locked with another
maglock and the only means of unlocking the gate is with the activation of the fire alarm. Exit door # 2 is the same
locking arrangement located on a different wing of the hospital.

EP 13

§482.41(b)(1)Xi) - (A-0710) - (i) The hospital must meet the applicable provisions of the 2000 edition of the Life Safety
Code of the National Fire Protection Association. The Director of the Office of the Federal Register has approved the
NFPA 101®2000 edition of the Life Safety Code, issued January 14, 2000, for incorporation by reference in
accordance with 5 U.S.C. 552(a) and 1 CFR part 51. A copy of the Code is available for inspection at the CMS
Information Resource Center, 7500 Security Boulevard, Baltimore, MD or at the National Archives and Records
Administration (NARA). For information on the availability of this material at NARA, call 202-741-6030, or go to:
http://www.archives.gov/federal_register/code_of_federal_regulations/ibr_locations.html.

Copies may be obtained from the National Fire Protection Association, 1 Batterymarch Park, Quincy, MA 02269. If
any changes in this edition of the Code are incorporated by reference, CMS will publish notice in the Federal Register
to announce the changes.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.

During the building tour it was observed that exit door # 1 located in the boiler room, was blocked with equipment.

Observed in Building Tour at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.
During the building tour it was observed that exit door # 2 located in the beiler room, was blocked with equipment.

Observed in Building Tour at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.

During the building tour it was observed that exit door # 3 located in the lower level D mechanical room , was blocked
with equipment.

Chapter: Life Safety

Program: Hospital Accreditation

Standard: LS.02.01.30
Standard Text: The hospital provides and maintains building features to protect individuals

from the hazards of fire and smoke.

Organization Identification Number: 7844 Page 8 of 18
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Element(s) of Performance:

2. All hazardous areas are protected by walls and doors in accordance with NFPA 101 A
-2000: 18/19.3.2.1. (See also LS.02.01.10, EP 5; LS.02.01.20, EP 18) Hazardous
areas include, but are not limited, to the following:

Boiler/fuel-fired heater rooms

- Existing boiler/fuel-fired heater rooms have sprinkler systems, resist the passage of
smoke, and have doors with self-closing or automatic-closing devices; or the rooms
have 1-hour fire-rated walls and 3/4-hour fire-rated doors.

- New boiler/fuel-fired heater rooms have sprinkler systems and have 1-hour fire-rated
walls and 3/4-hour fire-rated doors.

Central/bulk laundries larger than 100 square feet

- Existing central/bulk laundries larger than 100 square feet have sprinkler systems,
resist the passage of smoke, and have doors with self-closing or automatic-closing
devices; or the laundries have 1-hour fire-rated walls and 3/4-hour fire-rated doors.

- New central/bulk laundries larger than 100 square feet have sprinkler systems and
have 1-hour fire-rated walls and 3/4-hour fire-rated doors.

Flammable liquid storage rooms (See NFPA 30-1996:4-4.2.1 and 4-4.4.2)

- Existing flammable liquid storage rooms have 2-hour fire-rated walls with 1 1/2-hour
fire-rated doors.

- New flammable liquid storage rooms have sprinkler systems and have 2-hour fire-
rated walls with 1 1/2-hour fire-rated doors.

Laboratories (See NFPA 45-1996 to determine if a laboratory is a 'severe hazard'
area)

- Existing laboratories that are not severe hazard areas have sprinkler systems, resist
the passage of smoke, and have doors with self-closing or automatic-closing devices;
or the laboratories have walls fire rated for 1 hour with 3/4-hour fire-rated doors.

- New laboratories that are not severe hazard areas have sprinkler systems, resist the
passage of smoke, and have doors with self-closing or automatic-closing devices.

- Existing laboratories that are severe hazard areas (See NFPA 99-1999: 10-3.1.1)
have 2-hour fire-rated walls with 1 1/2-hour fire-rated doors. When there is a sprinkler
system, the walls are fire rated for 1 hour with 3/4-hour fire-rated doors.

- New laboratories that are severe hazard areas (See NFPA 99-1999: 10-3.1.1) have
sprinkler systems and have 1-hour fire-rated walls with 3/4-hour fire-rated doors.

- Existing flammable gas storage rooms in laboratories have 2-hour fire-rated walls
with 1 1/2-hour fire-rated doors. (See NFPA 99-1999: 10-10.2.2)

- New flammable gas storage rooms in laboratories have sprinkler systems and have 2
-hour fire-rated walls with 1 1/2-hour fire-rated doors. (See NFPA 99-1999: 10-10.2.2)
Maintenance repair shops

- Existing maintenance repair shops have sprinkler systems, resist the passage of
smoke, and have doors with self-closing or automatic-closing devices; or the shops
have 1-hour fire-rated walls with at least 3/4-hour fire-rated doors.

- New maintenance repair shops have sprinkler systems and have 1-hour fire-rated
walls with 3/4-hour fire-rated doors.

Piped oxygen tank supply rooms (See NFPA 99-1999: 4-3.1.1.2)

- Existing piped oxygen tank supply rooms have 1-hour fire-rated walls with 3/4-hour
fire-rated doors.

- New piped oxygen tank supply rooms have sprinkler systems and have 1-hour fire-
rated walls with 3/4-hour fire-rated doors.

Paint shops that are not severe hazard areas

- Existing paint shops that are not severe hazard areas have sprinkler systems, resist
the passage of smoke, and have doors with self-closing or automatic-closing devices;
or the shops have 1-hour fire-rated walls with 3/4-hour fire-rated doors.

- New paint shops that are not severe hazard areas have sprinkler systems and have 1
-hour fire-rated walls with 3/4-hour fire-rated doors.

Soiled linen rooms

- Existing soiled linen rooms have sprinkler systems, resist the passage of smoke, and
have doors with self-closing or automatic-closing devices; or the rooms have 1-hour

Organization |dentification Number: 7844 Page 10 of 18
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Findings 10:30 am

fire-rated walls with 3/4-hour fire-rated doors.

- New soiled linen rooms have sprinkler systems and have 1-hour fire-rated walls with
3/4-hour fire-rated doors.

Storage rooms

- Existing storage rooms for combustible materials larger than 50 square feet have
sprinkler systems, resist the passage of smoke, and have doors with self-closing or
automatic-closing devices; or the rooms have 1-hour fire-rated walls with 3/4-hour fire-
rated doors.

- New storage rooms for combustible materials 50 to 100 square feet are sprinklered,
resist the passage of smoke, and have doors with self-closing or automatic-closing
devices.

- New storage rooms for combustible materials larger than 100 square feet are
sprinklered and have 1-hour fire-rated walls with 3/4-hour fire-rated doors.

Trash collection rooms

- Existing trash collection rooms have sprinkler systems, resist the passage of smoke,
and have doors with self-closing or automatic-closing devices; or the rooms have 1-
hour fire-rated walls with 3/4-hour fire-rated doors.

- New trash collection rooms are sprinkiered and have 1-hour fire-rated walls with 3/4-
hour fire-rated doors.

Scoring Category :C
Score : Partial Compliance

Observation(s):

EP 2

§482.41(b)(1)(i) - (A-0710) - (i) The hospital must meet the applicable provisions of the 2000 edition of the Life Safety
Code of the National Fire Protection Association. The Director of the Office of the Federal Register has approved the
NFPA 101®2000 edition of the Life Safety Code, issued January 14, 2000, for incorporation by reference in accordance
with 5 U.S.C. 552(a) and 1 CFR part 51. A copy of the Code is available for inspection at the CMS Information Resource
Center, 7500 Security Boulevard, Baltimore, MD or at the National Archives and Records Administration (NARA). For
information on the availability of this material at NARA, call 202-741-6030, or go to:
hitp://www.archives.gov/federal_register/code_of_federal regulations/ibr_locations.html.

Copies may be obtained from the National Fire Protection Association, 1 Batterymarch Park, Quincy, MA 02269. If any
changes in this edition of the Code are incorporated by reference, CMS will publish notice in the Federal Register to
announce the changes.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City, TN)

site for the Hospital deemed service.
During the building tour it was observed that the soiled utility room door located in the PACU department, did not close

and latch properly.

Observed in Tracer Activities at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.
During a tour of the Ambulatory Surgery area, it was observed that the door to the Soiled Holding Room did not close and

latch properly.

Chapter: Life Safety

Program: Hospital Accreditation

Standard: LS.02.01.35
Standard Text: The hospital provides and maintains systems for extinguishing fires.

Primary Priority Focus Area: Physical Environment
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Element(s) of Performance:

4. Piping for approved automatic sprinkler systems is not used to support any other é
item. (For full text and any exceptions, refer to NFPA 25-1998: 2-2.2)

Scoring Category :C
Score : Partial Compliance

Observation(s):

EP4

§482.41(b)(1)(i) - (A-0710) - (i) The hospital must meet the applicable provisions of the 2000 edition of the Life Safety
Code of the National Fire Protection Association. The Director of the Office of the Federal Register has approved the
NFPA 101®2000 edition of the Life Safety Code, issued January 14, 2000, for incorporation by reference in accordance
with 5 U.S.C. 552(a) and 1 CFR part 51. A copy of the Code is available for inspection at the CMS Information Resource
Center, 7500 Security Boulevard, Baltimore, MD or at the National Archives and Records Administration (NARA). For
information on the availability of this material at NARA, call 202-741-6030, or go to:
http://www.archives.gov/federal_register/code_of_federal_regulations/ibr_locations.html.

Copies may be obtained from the National Fire Protection Association, 1 Batterymarch Park, Quincy, MA 02269. If any
changes in this edition of the Code are incorporated by reference, CMS will publish notice in the Federal Register to
announce the changes.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City, TN)
site for the Hospital deemed service.

During the building tour it was observed that cables were tie wrapped to the sprinkler pipping located in the lower level D
mechanical room.

Observed in Building Tour at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City, TN)
site for the Hospital deemed service.

During the building tour it was observed that cables and a/c duct, were laying across the sprinkler pipping above the
ceiling at door # 7000.

Chapter: Medical Staff

Program: Hospital Accreditation

Standard: MS.01.01.01

Standard Text: Eﬂzdical staff bylaws address self-governance and accountability to the governing
ody.

Primary Priority Focus Area: Organizational Structure
Element(s) of Performance:

10. The organized medical staff has a process which is implemented to manage f‘E
conflict between the medical staff and the medical executive committee on issues

including, but not limited to, proposals to adopt a rule, regulation, or policy or an

amendment thereto. Nothing in the foregoing is intended to prevent medical staff

members from communicating with the governing body on a rule, regulation, or policy
adopted by the organized medical staff or the medical executive committee. The

governing body determines the method of communication.

Scoring Category :A
Score : Insufficient Compliance

Observation(s):
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EP 10
Observed in Document Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site.

The existing medical staff bylaws do not include a process to manage conflict between the medical staff and the medical
executive committee. New medical staff bylaws have been written and are almost ready for submission for approval.

Chapter: Medication Management

Program: Hospital Accreditation

Standard: MM.03.01.03
Standard Text: The hospital safely manages emergency medications.

Primary Priority Focus Area: Medication Management
Element(s) of Performance:

2. Emergency medications and their associated supplies are readily accessible in &
patient care areas. (See also PC.03.01.01, EP 8)

Scoring Category :A
Score : Insufficient Compliance

Observation(s):

EP 2

Observed in Building Tour at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City, TN)
site.

During a tour of the MRI and CT imaging department it was noted that the pediatric crash cart did not contain a Broselow
tape as required by the color coded cart.

Another pediatric crash cart from another department contained the 2007B edition while the current Broselow tape is now
a 2011 edition.

Chapter: National Patient Safety Goals

Program: Hospital Accreditation

Standard: NPSG.15.01.01
Standard Text: Identify patients at risk for suicide.

Note: This requirement applies only to psychiatric hospitals and patients being
treated for emotional or behavioral disorders in general hospitals.

Primary Priority Focus Area: Assessmentand Care/Services
Element(s) of Performance:

1. Conduct a risk assessment that identifies specific patient characteristics and é
environmental features that may increase or decrease the risk for suicide.

Scoring Category :C
Score : Insufficient Compliance

Observation(s):
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EP 1
Observed in Individual Tracer at Woodridge Psychiatric Hospital (403 N State of Franklin Road, Johnson City, TN) site.
There was no documentation that a risk assessment that identifies specific patient characteristics and environmental

features that may increase or decrease the risk for suicide had been completed for this patient who had been involuntarily
committed to the impatient unit, then transferred to the dual diagnosis unit.

Observed in Tracer Activities at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site.

During the tour of the Pediatric ED, screening for suicide was completed on patients, but there was no evidence of a risk
assessment that identifies specific patient characteristics and environmental features that may increase or decrease the
risk for suicide. The room used for these patients was not able to provide the safety needed to house a potentially
suicidal patient. Leadership explained that a patient with this diagnosis would be moved to the main ED, however staff
did not seem to be aware of this process.

Observed in the Emergency Department at Johnson City Medical Center Hospital (400 North State of Franklin Road,
Johnson City, TN) site.

During an individual patient tracer it was noted that there had not been a risk assessment completed that identified
specific environmental features that may increase or decrease the risk for suicide.

Chapter: National Patient Safety Goals

Program: Hospital Accreditation

Standard: UP.01.01.01
Standard Text: Conduct a preprocedure verification process.

Primary Priority Focus Area: Information Management
Element(s) of Performance:

1. Implement a preprocedure process to verify the correct procedure, for the correct A
patient, at the correct site.
Note: The patient is involved in the verification process when possible.

Scoring Category :A

Score : Insufficient Compliance

Observation(s):

EP 1

Observed in Document Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site.

During a review of the printed operating room schedule for Day 2 of the survey it was noted that an "open lung biopsy
thoracotomy” was scheduled with no documentation of left or right chest.

Chapter: Provision of Care, Treatment, and Services

Program: Hospital Accreditation

Standard: PC.01.02.07
Standard Text: The hospital assesses and manages the patient’s pain.

Primary Priority Focus Area: Assessment and Care/Services
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Element(s) of Performance:

1. The hospital conducts a comprehensive pain assessment that is consistent with its é
scope of care, treatment, and services and the patient’s condition. (See also
PC.01.02.01, EP 2; RL.01.01.01, EP 8)

Scoring Category :C
Score : Partial Compliance

3. The hospital reassesses and responds to the patient’s pain, based on its f i
reassessment criteria. : :

Scoring Category :C
Score : Insufficient Compliance

Observation(s):

EP1
Observed in Individual Tracer at Woodridge Psychiatric Hospital (403 N State of Franklin Road, Johnson City, TN) site.
There was no documentation that a pain assessment had been completed for this patient admitted to the Poplar unit.

Observed in Individual Tracer at Regional Cancer Center at JCMC (1 Professional Park Drive, Suite 21, Johnson City,
TN) site.

There was no documentation that a pain assessment had been completed for a patient with a history of chronic pain who
was admitted to the IOP.

EP3

Observed in Record Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site.

During a closed record review of a pediatric patient undergoing sedation for a fractured arm in the Pediatric ED, there
was not evidence of a pain reassessment by the nurse caring for the patient.

Observed in the Post Partum Unit at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson
City, TN) site.

During an individual patient tracer it was noted that the patient had not had their pain reassessed after undergoing a
circumcision or before being discharged form the hospital several hours after the procedure.

Observed in the Post Partum Unit at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson
City, TN) site.

During an individual patient tracer it was noted in a second record that the patient had not had their pain reassessed after
undergoing a circumcision.

Chapter: Provision of Care, Treatment, and Services

Program: Hospital Accreditation

Standard: PC.03.01.07
Standard Text: The hospital provides care to the patient after operative or other high-risk

procedures and/or the administration of moderate or deep sedation or anesthesia.

Primary Priority Focus Area: Assessment and Care/Services
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Element(s) of Performance:

7. For hospitals that use Joint Commission accreditation for deemed status purposes: é '
A postanesthesia evaluation is completed and documented by an individual qualified to
administer anesthesia no later than 48 hours after surgery or a procedure requiring
anesthesia services.

Scoring Category :A
Score : Insufficient Compliance

Observation(s):

EP7
§482.52(b)(3) - (A-1005) - [The policies must ensure that the following are provided for each patient:]

(3) A postanesthesia evaluation completed and documented by an individual qualified to administer anesthesia, as
specified in paragraph (a) of this section, no later than 48 hours after surgery or a procedure requiring anesthesia
services. The postanesthesia evaluation for anesthesia recovery must be completed in accordance with State law and
with hospital policies and procedures that have been approved by the medical staff and that reflect current standards of
anesthesia care.

This Standard is NOT MET as evidenced by:

Observed in Individual Tracer at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.

During an individual tracer on a nephrology patient on 5500, a review was completed on a surgical procedure she had
related to access for dialysis. There was no evidence of a postanesthesia evaluation on the record. This patient had the
surgery greater that 48 hours in the past.

Observed in Record Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,

TN) site for the Hospital deemed service.
During review of a closed record it was noted that a post anesthesia evaluation had not been documented as completed
on a patient who had undergone anesthesia for a Cesarean Section.

Observed in Individual Tracer at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.

During a general surgery patient tracer it was noted that the postanesthesia evaluation was blank although signed, dated,
and timed.

Observed in Individual Tracer at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,

TN) site for the Hospital deemed service.
During an orthopedic surgery patient tracer it was noted that the postanesthesia evaluation was not done after more than

48 hours post-op.

Chapter: Record of Care, Treatment, and Services

Program: Hospital Accreditation

Standard: RC.01.01.01

Standard Text: Tht(? h(t)spital maintains complete and accurate medical records for each individual
patient.

Primary Priority Focus Area: Assessment and Care/Services
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Element(s) of Performance:

19. For hospitals that use Joint Commission accreditation for deemed status purposes: ﬁ
All entries in the medical record, including all orders, are timed.

Scoring Category :C
Score : Insufficient Compliance

Observation(s):

EP 19

§482.24(c)(1)(ii) - (A-0454) - (ii) For the 5 year period following January 26, 2007, all orders, including verbal orders, must
be dated, timed, and authenticated by the ordering practitioner or another practitioner who is responsible for the care of
the patient as specified under

§482.12(c) and authorized to write orders by hospital policy in accordance with State law.

This Standard is NOT MET as evidenced by:

Observed in Record Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.

During a closed record review of a patient receiving sedation in the ED at Johnson City Medical Center, a note was
signed by the nurse, but not dated or timed.

Observed in Record Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.

During a closed chart review of patient in the Pediatric ED undergoing sedation for a forearm fracture, nurse entries were
entered, authenticated, but not dated and timed.

Observed in Record Review at Johnson City Medical Center Hospital (400 North State of Franklin Road, Johnson City,
TN) site for the Hospital deemed service.

During closed record review of a 12 year old patient in the Pediatric ED for a fractured arm. The patient had sedation in
the ED to reduce the fracture. On the physician order sheet, there was an MD signature and date and no time noted.
Time was not recorded on the nursing care plan and sedation record.
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AFFIDAVIT &
I;Ir"
STATE OF TENNESSEE
COUNTY OF Washington
NAME OF FACILITY: Johnson City Medical Center, Princeton Transitional
Care
I, Grace Pereira . after first being duly sworn, state under oath that |1 am the

applicant named in this Certificate of Need application or the lawful agent thereof, that |

have reviewed all of the supplemental information submitted herewith, aqqkﬁhat,;; is true,
\\\\ \SE' R ¢ f/,
\‘0§~"‘ A s:-g?.r

accurate, and complete.

7
Sworn to and subscribed before me, a Notary Public, this the ZL”‘ day o b@/ 20_1\ IL!
witness my hand at office in the County of wOSI/LU"IQT on , State of Tennessee.
k. b Oﬂ
NOTARY PUBLIC
My commission expires Q ,/ ;)Ci’ A0
HF-0043

Revised 7/02
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X 4 MOUNTAIN STATES 5
HEALTH ALLIANCE

September 29, 2014

Ms. Melanie Hill

Health Services and Development Agency
Andrew Jackson Building, Ninth Floor

502 Deaderick Street Nashville, TN 37243

RE: Certificate of Need Application CN1409-039
Mountain States Health Alliance/Johnson City Medical Center

Dear Ms. Hill:
Please find enclosed the original and two copies of Johnson City Medical Center's

response to the Health Services and Development Agency’s request for additional
supplemental information related to Certificate of Need Application CN1409-039.

If you have any questions please do not hesitate to contact me at 423-302-3378. | look
forward to working with you throughout this process.

Sincerely,

/.

Allison M. Rogers
Vice-President, Strategic Planning

400 North State of Franklin Road Johnson City, Tennessee 37604-6094 Telephone 423.431.6111



SUPPLEMEN (AL

As requested, a description of how the proposed project supports the Five Principles of
the State Health Plan is provided below.

Five Principles for Achieving Better Health

1. The purpose of the State Health Plan is to improve the health of Tennesseans.

RESPONSE: Enhancing and expanding post-acute care services in Washington
County will help improve the health of Tennesseans in the service area. These
services are essential to a well-developed healthcare delivery system and the
partnerships MSHA is creating with HealthSouth and Signature HealthCARE will
improve these service offerings and aid patients as they seek to obtain their optimal
health status after an acute care stay.

2. Every citizen should have reasonable access to health care.

RESPONSE: The skilled nursing beds at JCMC will be available to all patients
regardless of payment source or ability to pay.

3. The State’s health care resources should be developed to address the needs of
Tennesseans while encouraging competitive markets, economic efficiencies, and
the continued development of the State’s health care system.

RESPONSE: MSHA seeks to ensure its patients are the most appropriate lowest
cost setting available. Post-acute care services have not traditionally been
maximized to their full potential, often times leaving patients in an acute care
setting perhaps longer than necessary. Developing partnership relationships with
HealthSouth and Signature HealthCARE will enable MSHA to more completely
leverage these resources which enhances economic efficiencies and creates a more
seamless and effective health care delivery system in the local market.

Medicare has been adjusting its post-acute care payment structure to encourage
care in the most-efficient, highest quality, and clinically appropriate sites and this
project, with the additional resources and expertise MSHA sought out from
HealthSouth and Signature HealthCARE, will do just that.

4. Every citizen should have confidence that the quality of health care is
continually monitored and standards are adhered to by health care providers.

RESPONSE: The more effective use of post-acute care services (including skilled
nursing care) provides an opportunity to elevate quality of care for patients.
MSHA and Signature HealthCARE will work hand-in-hand to reduce
readmissions, ensure appropriate and consistent patient placement and utilization
trends, all of which will improve the quality of care provided to the skilled nursing
patients MSHA serves.
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5. The state should support the development, recruitment, and retention of a
sufficient and quality health care workforce.

RESPONSE: This project will support the existing workforce as Signature
HealthCARE will bring additional resources and expertise to the staff delivering
skilled nursing care. As a large operator of skilled nursing services, this is
Signature’s core business, and MSHA's skilled nursing workforce will benefit from
this additional knowledge all leading to improved care and outcomes for this
patient population.
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AFFIDAVIT
[
-
STATE OF TENNESSEE
COUNTY OF _Washington
NAME OF FACILITY: Johnson City Medical Center, Princeton Transitional
Care

|, Grace Pereira

, after first being duly sworn, state under oath that | am the
applicant named in this Certificate of Need application or the lawful agent thereof, that |

have reviewed all of the supplemental mformatlon submitted herewith, and that it is true,
accurate, and complete.

, ; L
iyl 'y 17
@?natu?eﬂ itle—{ \\\\\;’,}_"' Ez_:“_c_:,ﬁg»,z

' \H’l Ity WY
Sworn to and subscribed before me, a Notary Public, this thedq = day of W 53 l_q_

witness my hand at office in the County of __/ ,t) 051/1 N aﬁ) 7] , State of Tennessee.

D DA

NOTARY PUBLIC
L X0/ <.

My commission expires S‘:O'/Ch’\bef 29

HF-0043

Revised 7/02






LETTER OF INTENT
TENNESSEE HEALTH SERVICES AND DEVELOPMENT AGENCY

The Publication of Intent is to be published in the Johnson City Press which is a newspaper
(Name of Newspaper)
of general circulation in Washington County , Tennessee, on or before September 10 , 2014,
(County) (Month / day) (Year)
for one day.

T T e e et ———— ]
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This is to provide official notice to the Health Services and Development Agency and all interested parties, in
accordance with T.C.A. 8'68-11-1601 et seq., and the Rules of the Health Services and Development Agency,
|

that: Johnson City Medical Center ; an existing hospital provider
(Name of Applicant) (Facility Type-Existing)

owned by: Mountain States Health Alliance with an ownership type of _Not-for-Profit Corporation

and to be managed by: self intends to file an application for a Certificate of Need

for the relocation Princeton Transitional Care's thirty-four (34) Skilled Nursing Facility beds from James H. and
Cecile C. Quillen Rehabilitation Hospital at 2511 Wesley Street, Johnson City, TN 37601 to Johnson City
Medical Center at 400 North State of Franklin Road, Johnson City, TN, 37604. No new services will be initiated
and no major medical equipment will be purchased. There will be no change in Princeton Transitional Care’s or
Johnson City Medical Center’s licensed bed complement. The estimated project cost is $21.000.

The anticipated date of filing the application is: __September 15, 2014

The contact person for this project is Allison Rogers Vice-President, Strategic Planning
(Contact Name) (Title)
who may be reached at: __Mountain States Health Alliance 303 Med Tech Parkway, Suite 330
(Company Name) (Address)
Johnson City TN 37604 423/302-3378
(City) (State) (Zip Code) (Area Code / Phone Number)

/ZJQ@M/ W /41,&'4_.. 7/ RogersAM@msha.com
v (Signature) ﬂ {Date) (E-mail Address)
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The Letter of Intent must be filed in triplicate and received between the first and the tenth day of the month. If the
last day for filing is a Saturday, Sunday or State Holiday, filing must occur on the preceding business day. File
this form at the following address:

Health Services and Development Agency
Andrew Jackson Building
500 Deaderick Street, Suite 850
Nashville, Tennessee 37243
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The published Letter of Intent must contain the following statement pursuant to T.C.A. § 68-11-1607(c)(1). (A) Any health
care institution wishing to oppose a Certificate of Need application must file a written notice with the Health Services and
Development Agency no later than fifteen (15) days before the regularly scheduled Health Services and Development
Agency meeting at which the application is originally scheduled; and (B) Any other person wishing to oppose the
application must file written objection with the Health Services and Development Agency at or prior to the consideration of
the application by the Agency.
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CERTIFICATE OF NEED
REVIEWED BY THE DEPARTMENT OF HEALTH
DIVISION OF POLICY, PLANNING AND ASSESSMENT
615-741-1954

DATE: November 28, 2014

APPLICANT: Johnson City Medical Center
400 North State of Franklin Road
Johnson City, Tennessee 37604

CON NUMBER: CN1409-039

CONTACT PERSON: Allison Rogers, Vice President, Strategic Planning
Mountain States Health Alliance
303 Med Tech Parkway, Suite 330
Johnson City, Tennessee 37604

COST: $21,000

In accordance with Section 68-11-1608(a) of the Tennessee Health Services and Planning Act of
2002, the Tennessee Department of Health, Division of Policy, Planning, and Assessment, reviewed
this certificate of need application for financial impact, TennCare participation, compliance with
Tennessee’s State Health Plan, and verified certain data. Additional clarification or comment
relative to the application is provided, as applicable, under the heading “Note to Agency Members.”

SUMMARY:

The applicant, Johnson City Medical Center, owned by Mountain States Health Alliance, a not-for-
profit entity and self-managed is seeking Certificate of Need (CON) approval from the Health
Services and Development Agency (HSDA) to relocate Princeton Transitional Care (PTC) a
separately licensed 34 bed skilled nursing facility (SNF) within Washington County. PTC is currently
located at the James H. and Cecile C. Quillen Rehabilitation Hospital, 2511 Wesley Street in
Johnson City (Washington County) referred to as “Quillen” by the applicant.

The project, if approved by the HSDA, will involve the relocation of PTC to the Johnson City
Medical Center at 400 N. State of Franklin Road in Johnson City, Tennessee. The 34 bed separately
licensed SNF will, as the applicant states, be located in 14,334 square feet of existing space at
Johnson City Medical Center. The estimated total project cost is $21,000. Funding for the project
will come from existing cash reserves of Mountain States Health Alliance.

This application has been placed on the Consent Calendar. Tenn. Code Ann. § 68-11-1608 Section
(d) states the executive director of Health Services and Development Agency may establish a date
of less than sixty (60) days for reports on applications that are to be considered for a consent or
emergency calendar established in accordance with agency rule. Any such rule shall provide that,
in order to qualify for the consent calendar, an application must not be opposed by any person
with legal standing to oppose and the application must appear to meet the established criteria for
the issuance of a certificate of need. If opposition is stated in writing prior to the application being
formally considered by the agency, it shall be taken off the consent calendar and placed on the
next regular agenda, unless waived by the parties.

GENERAL CRITERIA FOR CERTIFICATE OF NEED

DOH/PPA/...CON#1409-039 Johnson City Medical Center
Construction, Renovation, Expansion, and
Replacement of Healthcare Institutions



The applicant responded to all of the general criteria for Certificate of Need as set forth in the
document Tennessee’s State Health Plan.

NEED:

The service area consists of Carter, Greene, Johnson, Unicoi, Sullivan and Washington counties.
The service area population and percentage increase based upon the official population projections
of the Tennessee Department of Health is as follows:

Service Area Total Population 2014 and 2018

County 2014 2018 % of Increase/
Population Population (Decrease)

Carter 57,284 57,680 0.7%
Greene 70,187 71,594 2.0%
Johnson 18,094 18,127 0.2%
Unicoi 18,376 18,511 0.7%
Sullivan 158,975 161,136 1.4%
Washington 130,586 138,370 6.0%

Total 453,502 465,418 2.6%

Tennessee Department of Health, Division of Policy, Planning, and Assessment-Office of Health Statistics, 2020,
June 2013, Revision

What this project is seeking to accomplish is twofold. First, the CON, as presented, is an initial step
that proposes to relocate an existing 34 bed skilled nursing facility, Princeton Transitional Care,
from its existing site to vacant space in the Johnson City Medical Center. Secondly, the project
enables the Quillen Rehabilitation Hospital to initiate a series of changes designed to transform its
post-acute care rehabilitation services. The eventual goal, as set forth by the applicant, is to
implement a comprehensive array of senior services incorporated within a Continuing Care
Retirement Center (CCRC). Upon completion of the CCRC, the Princeton Transitional Center would
be relocated to that site after the construction is completed.

The current CON application CN 1409-039, if approved by the HSDA Board would allow the
Princeton Transitional Care SNF to remain in operation at the Johnson City Medical Center site until
the new CCRC with the new SNF facility has been completed , a process estimated to take
approximately 18-24 months.

TENNCARE/MEDICARE ACCESS:

Princeton Transitional Care participates in both the Medicare and TennCare/Medicaid programs.
The applicant participates in the following Tenn/Care Managed Care Organizations (as noted on
page 6 of the CON application): Americhoice (United Healthcare) and BlueCare (BlueCross). The
applicant also participates in the following Behavioral Health Organizations: UBH and Valueoptions.

The applicant states Medicare and Medicare Advantage make up 71% of all charges in 2014 and
TennCare/Medicaid constitutes 7% of total charges during the same period.

ECONOMIC FACTORS/FINANCIAL FEASIBILITY:

The Department of Health, Division of Policy, Planning, and Assessment has reviewed the Project
Costs Chart, the Historical Data Chart, and the Projected Data Chart to determine if they are
mathematically accurate and the projections are based on the applicant’s anticipated level of
utilization. The location of these charts may be found in the following specific locations in the
Certificate of Need Application or the Supplemental material:

Project Costs Chart: The Project Costs Chart is located on page 26 of the CON
application. The total estimated project cost is $21,000.

Historical Data Chart: The Revised Historical Data Chart is located in Supplemental 1 as
Attachment 5. The applicant reports net operating income of $50,839,828, $29,298,637 and
$29,757,103 in years 2012, 2013, and 2014, respectively. These represent Johnson City
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Medical Center's net income. The Tennessee Department of Health, Division of Policy,
Planning and Assessment-Office of Health Statistics reviewed the Princeton Transitional Care
Joint Annual Report for Nursing Home 2012 and determined the net operating income was
($149,549) during FY 2012. FY 2013 and FY 2014 financial data are not available at this
time.

Projected Data Chart: The Projected Data is located in Supplemental 1 as Attachment 5.
The applicant projects 8,921 patient days and 9,516 patient days, in years one and two with
net operating revenues of $(141,767) and $(137,750) each year, respectively. The applicant,
in response to a question from HSDA staff, stated that the nursing home would eliminate the
deficit in the third year of the project.

The average gross charge for PTC is $2,470. The average deduction due to contractual
adjustments is $2,055 resulting in an average net charge of $415.

CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTHCARE:

The applicant notes that the Princeton Transitional Care skilled nursing facility will, as does
Mountain States Health Alliance and all its facilities including Johnson City Medical Center will
continue to work with area health care providers, East Tennessee State University and the James
H. Quillen College of Medicine.

The CON application, does not appear to have any negative impact upon other skilled nursing
facilities because the project merely relocates an existing hospital based 34 bed skilled nursing
facility to another site within Washington County and does not increase or decrease its existing bed
capacity.

The applicant provided a copy of the most recent Health and Life Safety Code recertification survey
on April 28-30, 2014. Deficiencies were identified by the surveyors and a desk review of the
facilities plan of correction (POC) resulted in the determination by the East Tennessee Regional
Office that the facility was found to be in compliance with all participation requirements as of May
23, 2014.

SPECIFIC CRITERIA FOR CERTIFICATE OF NEED

The applicant responded to all relevant specific criteria for Certificate of Need as set forth in the
document Tennessee’s State Health Plan.

CONSTRUCTION, RENOVATION, EXPANSION, AND REPLACEMENT
OF
HEALTH CARE INSTITUTIONS

1.  Any project that includes the addition of beds, services, or medical equipment will be
reviewed under the standards for those specific activities.

This project does not involve the addition of beds, services, or medical equjpment.
2. For relocation or replacement of an existing licensed health care institution:

a. The applicant should provide plans which include costs for both renovation and
relocation, demonstrating the strengths and weaknesses of each alternative.

The relocation of PTC, a 34 bed SNF, to Johnson City Medical Center is part of a plan
that aims to enhance the provision of skilfed nursing services in Washington County.

The applicant by transferring the PTC will improve the coordination of SNF services
within the Johnson City Mediical Center. The cost of the project is $21,000 and no other
alternative would be as cost effective.
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b. The applicant should demonstrate that there is an acceptable existing or projected
future demand for the proposed project.

The Princeton Transitional Care SNF is projected by the applicant to provide 8,921
patient days of care in year 1 of the project and 9,516 patient days of care in year 2 of
the project demonstrating that projected demand will be sufficient demand for the
project.

3. For renovation or expansions of an existing licensed health care institution:

a. The applicant should demonstrate that there is an acceptable existing demand for the
proposed project.

b. The applicant should demonstrate that the existing physical plant’s condition warrants
major renovation or expansion.

These criteria do not apply to this project.
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